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VOLUME CXXXIV 


EAR of inflation animated the re- 
cent statement of Marriner S. Eccles, 
chairman of the Board of Governors of 
the Federal Reserve System. And while 
this statement is, on the whole, sound 
from an economic and financial stand- 
point, it is open to challenge in seek- 
ing to show that the present threat of 
inflation is due to other than monetary 
factors. Since the monetary policy of 
the Adminstration specifically had for 
its objective the raising of prices, the 
plea in abatement put forth by Mr. 
Eccles does not carry conviction. Leav- 
ing the gold standard, devaluing the 
dollar and buying huge quantities of 
silver were certainly measures designed 
to raise prices, and with no small ef- 
fect in that direction. And since the 
present is largely a product of the past, 
it is idle to deny that the rising tendency 
of prices has been aggravated, if not 
directly caused, by the monetary policy 
of the Government. True enough, this 
tendency has received fresh impetus 
from other sources—the demand for 
war materials and the growing optimism 
in industry and trade. Inflated bank 
deposits, the product of heavy Treasury 
borrowings to meet deficits in the reve- 
nues, although not strictly a part of 
monetary policy, is kindred with it. But 
while absolution cannot be vouchsafed 
to Mr. Eccles and his associates in re- 
spect of their monetary manipulation, 
there is much in the statement of the 
chairman that is worthy of careful con- 
sideration. The statement is too long 
for publishing in its entirety, but some 
of its paragraphs are well worth quot- 
ing: 
_ I do not believe that sharp price rises 
in certain basic commodities should be con- 
trolled at this stage of the recovery by a 
restrictive money policy which would tend 
to freeze and might bring about an actual 
reduction in the total volume of employ- 


ment and production. The price rises to 
which I refer are the result primarily of 
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non-monetary factors, including the foreign 
armament demands, strikes and monopolistic 
practices by certain groups both in indus- 
try and organized labor. These conditions 
have, in turn, led to speculative security 
and commodity buying, which serves to ac- 
celerate the price advances. 

* * * * 


The way to control unjustifiable price 
advances is by increasing production. This 
can be done so long as there is idle labor 
willing to work, so long as there are un- 
used natural resources and an abundance 
of money at reasonable rates. All three of 
these conditions are present at this time. 

* * * * 


Increased wages and shorter hours when 
they limit or actually reduce production 
are not at this time in the interest of the 
public in general or in the real interest of 
the workers themselves. When wage in- 
creases are passed along to the public, and 
particularly when industries take advantage 
of any existing situation to increase prices 
far beyond increased labor costs, such ac- 
tion is shortsighted and an_ indefensible 
policy from every standpoint. 

* * * * 


Wage increases and shorter hours are 
justified and wholly desirable when they 
result from increasing production per 
capita and represent a better distribution 
of the profits of industry. When they re- 
tard and restrict production and cause price 
inflation, they result in throwing the buy- 
ing power of the various groups in the 
entire economy out of balance, working a 
particular hardship upon agriculture, the 
unorganized workers, the recipients of fixed 
incomes and all consumers. The upward 
spiral of wages and prices into inflationary 
price levels can be as disastrous as the 
downward spiral of deflation. If such con- 
ditions develop, the Government should 
intervene in the public interest by taking 
such action as is necessary to correct the 
abuses. 

The remedy for a price inflation when 
the country has unused man power, natural 
resources and capital is through more, not 
less, production, through an orderly, bal- 
anced use of these three fundamental fac- 
tors and not by creating a needless, artificial 
shortage of any one of them. 


Mr. Eccles does not favor a policy 
of “tight money” and high interest 
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rates, believing that such a policy if 
invoked now would result in a reduc- 
tion of the nation’s buying power. His 
views on balancing the budget follow: 


Under present conditions of an accel- 
erating recovery, a continued easy money 
policy to be successful in achieving and 
maintaining a balanced recovery must be 
accompanied by a prompt balancing of the 
Federal budget and the subsequent retire- 
ment of public debt by the Government 
in relationship to the expansion of private 
credit. I have not been and I am not now 
in favor of balancing the budget at the ex- 
pense of the destitute and the unemployed 
who are unable to find private employ- 
ment, but I am in favor of increasing taxes 
on incomes and profits if necessary to sus- 
tain the volume of relief and at the same 
time bring the budget into balance and 
permit the paying down of public debt as 
private debt expands. Only by this process 
can monetary inflation be prevented. 


Not only were the monetary policies 
of the Government inflationary in char- 
acter, but these policies were supple- 
mented by other measures tending in 
the same direction, especially those 
seeking to limit production. Time was 
when it was considered highly desirable 
to raise prices. Now it seems that the 
fear exists that unless this advance is 
held in check it may get out of hand. 

Setting inflationary devices at work 
is a course beset with serious danger. 
It often proves to be a case where sow- 
ing the wind results in reaping the 
whirlwind. 

0) 


REPORT comes from Washington that 

an attempt is to be made during 
the present session of Congress to pass 
legislation providing for Government 
ownership of the twelve Federal Re- 


serve banks. These institutions are now 
owned chiefly by the national banks, 
but in part by the state banks which 
hold membership in the Federal Re- 
serve System. 

This move may be fairly interpreted 
as aiming to make the Federal Reserve 
banks more subservient to the Govern- 
ment than they now are, although with- 
out such a change the banks are sub- 
ject to a large measure of public con- 
trol. If owned by the Government, it 


THE BANKERS MAGAZINE 


is doubtful if these services could be 
greater to the Treasury than they are 
at present. Possibly the sponsors of 
this plan believe that by its adoption 
the Federal Reserve banks would be- 
come the chief purveyors of private 
credit, and in this way meet a demand 
which they regard as existing without 
being met by the national and state 
banks. It would be, in this view, a 
means of liberalizing credit, the party 
in power at any particular time being 
the judges as to how far this liberality 
should extend. That the attitude of any 
party, with an election pending, would 
be niggardly is an unreasonable sup- 
position. 

Should this proposal be adopted— 
as probably it will not—and if the 
Federal Reserve banks should then en- 
ter the field of private credit, not much 
would be left for other banks, and they 
might as well also be taken under the 
Government’s sheltering wings. Is this 
a roundabout method of bringing that 
to pass? 

© 


RECENT declines in the prices of 
Government bonds may be ex- 
plained in more than one way. As the 
reserves of member banks were to be 
increased to the full amount authorized 
by law, as of May 1, provision for such 
additions to reserve was one factor 
causing the member banks, or at least 
some of them, to reduce the amount of 
their holdings of Governments. Then, 
the increasing demand for commercial 
loans has been an important factor op- 
erating in the same direction. 
Making full allowance for these two 
factors, there are other elements in the 
situation causing the banks to dispose 
of a portion of their large holdings of 
United States securities. Prominent 
bankers themselves have frequently 
pointed out in recent months that such 
holdings were abnormal, and that, in 
certain circumstances, embarrassment 
to the banks might result. It is not to 
be wondered at that bankers should 
take note of such warnings and act ac- 
cordingly. 
Nor is the fiscal situation satisfac- 

















tory. Earlier hopes of balancing the 
budget in the near future seem to be 
disappearing, current revenues failing 
to meet expectations, and the prospect 
for less spending being far from re- 
assuring. 

The policy of easy money, so strongly 
favored by the Treasury, is not without 
its drawbacks. While it has, in addi- 
tion to whatever benefits it may have 
conferred on industry and trade, en- 
abled the Treasury to borrow at very 
low ratés, it has to some extent made 
the Government obligations somewhat 
vulnerable as money market conditions 
have changed. If the banks can find 
more profit in lending to private enter- 
prise than by lending to the Treasury, 
they will choose loans of the former 
kind, safety being predicated in both 
cases. To the extent that this accounts 
for the decline in Government secu- 
rities, the matter need excite no special 
concern, as it is indicative of a greater 
demand for business loans. 

Should it become necessary to em- 
ploy the expedients it possesses for 
maintaining its credit, the Treasury 
could protect its securities without re- 
sorting to the doubtful course of buy- 
ing them in the market. The best way 
to afford such protection is by a care- 
ful pruning of expenditures. 


© 


JNCREASE in the reserve requirements 
of member banks and other causes 
led to action by the Federal Reserve 
authorities, early last month, looking 
to a continuation of the policy of easy 
money, and tending to check the recent 
decline in the prices of Government se- 
curities. A statement of the new policy, 
made public on April 4, follows: 


With a view (1) to exerting its influence 
toward orderly conditions in the money 
market and (2) to facilitating the orderly 
adjustment of member banks to the in- 
creased reserve requirements effective May 
1, 1937, the open market committee of the 
Federal Reserve System is prepared to 
make open market purchases of United 
States Government securities for the ac- 
count of the Federal Reserve banks in such 


amounts and at such times as may be de- 
sirable. 
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This purpose is in conformity with the 
policy announced by the board of governors 
of the Federal Reserve System in its state- 
ment on January 30, 1937, which declared, 
with reference to the increase in reserve 
requirements, that by this action the system 
would be placed in a position where such 
reduction or expansion of member bank re- 
serves as may be deemed in the public in- 
terest may be effected through open market 
operations. 


Between the end of December and 
March 24 holdings of United States se- 
curities held by reporting banks de- 
clined $545,000,000, while since the 
high point for such holdings in July 
last the decline has been about $900,- 
000,000. The expansion of “other 
loans” by reporting banks has been in- 
creasing while holdings of Government 
securities has been falling off. They 
were greater on March 24 by about 
$1,000,000,000 than they were in 
February, 1936. 

It will be seen from these figures 
that one reason why banks have de- 
creased their holdings of Governments 
is the greater profit in making commer- 
cial loans. The rise in reserve require- 
ments is another factor, and the con- 
tinuance of a large deficit, with some 
disappointment in revenue receipts, also 
may be credited in influencing the 
situation. 

The Federal Reserve banks, by buy- 
ing Government securities “in such 
amounts and at such times as may seem 
desirable,” virtually sustain the easy 
money policy which the increased re- 
serve requirements might have checked, 
and the decline in the prices of Govern- 
ment bonds will probably be halted 
in consequence of this change of policy. 

This action illustrates the contradic- 
tions likely to result as an effort to 
manage credit, and the frequent re- 
versals of policy that must take place 
in the attempt to make such manage- 
ment effective. 

© 


RREFRESHING indeed was the ex- 

ample set by citizens of a Pennsyl- 
vania township who journeyed to 
Washington, not for the purpose of ask- 
ing for an appropriation, but to pro- 
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test against receiving it. This is truly 
a rare case. These independent and 
rugged representatives of the horse-and- 
buggy age did not want relief, nor help 
in putting up a_ public building, 
shrewdly guessing perhaps that all 
plans for relieving them by way of 
Washington was nothing more than a 
disguised scheme for extracting money 
from their own pockets. They had in 
some way learned that Washington has 
no money except what it gets from the 
people, and these simple-minded Penn- 
sylvanians may have reasoned that the 
money they and others sent to Wash- 
ington would when it came back to the 
source from which it was derived be 
considerably shrivelled by contact with 
the many hands through which it had 
meanwhile passed. 

This action is reminiscent of an at- 
titude once expressed by the late Presi- 
dent Woodrow Wilson, who said: 


I do not want to live under a_philan- 
thropy. I do not want to be taken care 
of by the Government either directly or 
by any instruments through which the Gov- 
ernment is acting. I want only to have 
right and justice prevail so far as I am 
concerned. Give me right and justice and 
I will undertake to take care of myself. 
. . . I will not live under trustees if I can 
help it....I do not care how patriotic 
the trustees may be. I have never heard 
of men in whose hands I am willing to lodge 
the liberties of America in trust. 


Of similar independent fiber were 
these hardy citizens of the Keystone 
State. Not only did they spurn Gov- 
ernment support, but expressed abhor- 
rence of mortgages and other forms of 
debt. 

Should this example spread, Con- 
gress would find much of its activities 
greatly curtailed, and the “saving of the 
people” would be relegated to its 
proper place—the shoulders of the citi- 
zens themselves. But the current is run- 
ning strongly in the other direction. As 
recently stated by Mark Sullivan in the 
New York Herald-Tribune, “A very 


large number of Americans, probably a 
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majority of them in the last two elec. 
tions, want a papa. They want some. 
one to lean on, someone who will take 
care of them.” In view of this wide. 
spread disposition to seek support, it 
is most refreshing to find at least one 
community where an independent spirit 
still prevails. 


@ 


AN ANCIENT CUSTOM 


SCRIPTURAL references seem to be 
prominent on coins at this time, for 
during the reign of Henry VI the 
famous gold “angel” came into exist- 
ence, together with the half-angel, or 
angelet. A strange practice is connected 
with the angel. This is the old custom 
of “touching for the king’s evil.” Per- 
sons afflicted with scrofula presented 
themselves to the sovereign to be healed 
by his touch. The touch was accom- 
panied by a donation of a gold piece as 
a charm against future attacks, and the 
piece generally given was the angel. 
Perhaps its religious references were 
considered to be specially suited for 
charming purposes! Shakespeare, in 
Macbeth (Act IV, sc. iii), refers in an 
interesting way to this custom. 

Malcolm (referring to the King of 
England) : 


“ 
. 


. strangely-visited people, 


All swoln and ulcerous, pitiful to the 
eye, 

The mere despair of surgery, he cures, 

Hanging a golden stamp about their 
necks, 

Put on with holy prayers: . . . 


»”» 


The golden stamp, of course, was the 
angel, and whether people actually 
valued the piece more as a charm than 
as money is a matter for speculation. 
Be that as it may, some years later Sir 
Thomas Browne wrote, sagaciously 
enough, “The King’s Purse knows that 
the King’s Evil grows more common.” 
No comment is needed on that state- 
ment.—Branch Banking (London). 





An account with us offers 
to correspondent banks an 


exceptionally strong combina- 


tion of advantages — long ex- 


perience, extensive connections, 


and unquestioned strength. 


We are fully equipped to care 
for any banking need that may 
arise; large or small, domestic 
or foreign. No trarsaction is 
too large for our facilities, nor 
too small to receive our careful 


attention. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS ... . . . $30,000,000 
Member of Federal Deposit Insurance Corporation 





for the banker 
with 


c\ 
Qt this book 
¢O was written 


INCREASING PERSONAL LOAN BUSINESS 


by R. E. DOAN and G. F. FOLEY 
Price $2.50 


The Chapters 6 Personal Loan Department has far 


greater possibilities than have hitherto 

. Who Borrows. Why They been realized. Mr. Doan and Mr. Foley 

Borrow recognize the human features of this department 

. Practical Operating Suggestions in its possibilities for service to the worthwhile 

citizens of the community but they have gone 

further in their investigation of the country’s 

successful Small Loan Departments to answer 

. Introduction to “THE the questions: How May Profits Be Increased? 

DENVER PLAN” How May Services Be Broadened? How May 

. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Firms as Well as the Individual? 


. Advertising Personal Loan 
Department 


Department Stores 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
. FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 10 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 
465 Main Street Cambridge, Massachusetts 


374 





BANKING FALLACIES 


By Harry 


HERE are a number of banking op- 

erations which have proved puzzling 

to the laymen and others as well. 
One of these is the exact manner in 
which a bank makes a net profit. It 
is not generally well understood how 
a given bank can earn a high rate of 
return (say 20 per cent.) on its capital 
and at the same time not charge any 
borrower more than the legal rate of 
interest. That this is possible has, no 
doubt, contributed to certain fallacious 
ideas concerning bank credit. For ex- 
ample, Kniffin tells us that if a bank 
keeps a reserve of 10 per cent., “for 
every dollar in money in hand it may 
expand its debts about ten times,” and 
further that “for every dollar the bank 
receives in cash, it may create deposits 
from loans, and while it may pay in- 
terest on one dollar, it draws interest 
on ten. Banks expand and contract 


their loans according to the amount of 
reserve held; and their deposits and 
loans therefore move up and down to- 


gether. Upon the foregoing principles 
all banking rests.””! 
Johnson suggested the same thing, 
for, after describing a discounting 
transaction, he said: 


It is by transactions of this sort that 
the banks of the United States make their 
profits. They are more than lenders of 
other people’s money; they lend their own 
credit. If they could not do that their 
transactions would be much smaller in vol- 


ume than they now are, and their profits 
much less. 


Moulton no doubt had the whole 
banking system in mind when he ex- 
plained the origin of bank credit in the 
language given below, but his failure 
to draw a distinction between the in- 
dividual bank and all banks in the ag- 


_'W. H. Kniftin, American Banking Prac- 
tice, McGraw-Hill Book Co., pp. 9 and 10. 


_'Joseph French Johnson, Money and 
Currency, Ginn and Co., Revised Edition, 
pp. 45 and 46, 


L. KuNzE 


gregate certainly is misleading to the 
reader. He tells the following story 
of a goldsmith who has become a 
banker: 


By this time I have $100,000 in my safe. 
Every day many people present orders or 
checks drawn by the different depositors 
against their respective accounts. To my 
surprise I learn that about three times out 
of four the man who presents the order 
does not withdraw cash. ... Why not, 
therefore, loan $75,000 at interest and in- 
crease my profits? . . . So long as only one 
dollar in four is called for in cash a 25 
per cent. reserve of specie is all that is 
necessary. 

Finally, I get a new idea. Instead of 
loaning $75,000 of my cash, why not plan 
to keep the whole $100,000 as a reserve and 
carry on an interest-collecting business of 
my own, $25,000 is to the $100,000 as 
$100,000 is to $400,000. If with a reserve 
of $25,000 I can carry $100,000 in claims 
for cash against me, why could I not with 
a reserve of $100,000 create claims against 
me equal to $400,000. I try out this idea. 
... Now, as formerly, one-fourth of the 
checks are presented for cash and three- 
fourths are deposited with me as credit 
accounts. Thus I carry a total of $400,000. 


3 


Source of Bank’s Earnings Not 
Mysterious 


There is nothing peculiar or mys- 
terious about a bank’s earnings, as a 
glance at its income statement will 
show. Funds for carrying on the op- 
erations of a bank are furnished, in 
part, by the stockholders but in much 
larger part by depositors. Depositors 
receive pay for their contributions in 
the form of interest and services, and 
these two items constitute the bulk of 
a bank’s expenses. Most of the funds 
received, in general all but the reserve, 
are invested by the bank in loans and 
securities. The bank cannot invest much 
more without borrowing through bills 


*“Tessons in Community and National 
Life” reprinted in T. R. Williamson, Read- 
ings in Economics, D. C. Heath & Coa., 
1923, pp. 168-169. 
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payable or rediscounts, simply because 
it does not have it. Many people do 
not realize that banks often refuse to 
lend for just this reason. The bank 
cannot invest much less because then 
it will not be able to meet its costs. This 
is why the earning assets of a bank are 
always roughly equal in amount to the 
total deposits—why they “move up and 
down together.” 

It was stated that a bank cannot in- 
vest all that it receives because it must 
keep a reserve, but the reserve is not 
necessary, for the reason suggested by 
Moulton. It is not true today that 
about three times out of four the man 
who presents the order (check) does not 
withdraw cash but instead asks for a 
credit account. Only a very much 
smaller proportion of checks written 
by depositors of the average bank will 
fall into the hands of other depositors 
of the same bank. The depositors of 
any one bank do not deal with them- 
selves alone. Most of the checks will 
be presented through the mails and 
clearing houses, but they will reduce the 


reserve as effectively as though pre- 


sented over the counter. Only a small 
part of the deposits of a bank are nor- 
mally withdrawn at any one time, be- 
cause all depositors are not writing 
checks at the same time or if they are 
they are not writing them for the full 
amount of the deposits. It is the de- 
positors, rather than the payees or their 
endorsees, who withdraw but a small 
amount of the total claims against a 
bank at any given time. 


The interest received from the earn- 
ing assets is the chief item of income 
of a bank and it together with other 
earnings normally exceeds, but not by 
a very wide margin, the cost of running 
a bank. The difference is the amount 
that goes to the stockholders as pay for 
not only the use of the money they 
furnish but for the risk they assumed 
in allowing depositors preference rights 
over it. 


An illustration may serve to make 
clear the foregoing. We will take a 
bank with a capital of $25,000 and a 
surplus of $25,000, and assume that it 
has deposits and earning assets of ten 
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times their sum—which is not a very 
unusual case. If this bank can do as 
well as the average in normal times it 
will earn about 1.4 per cent. of its earn- 
ings assets or approximately $7000. A 
profit of $7000 represents a return of 
14 per cent. on $50,000, the stockhold- 
ers’ investment. If the $7000 is dis- 
tributed to its owners, however, it will 
be at a certain rate per share; that is, 
expressed as a per cent. of par which 
in most cases is $100; $7000 is 28 per 
cent. of $25,000 and the dividend would 
be so stated. 


Personal Credit Exchanged for Bank 
Credit 


It has frequently been said that a 
buyer of goods who lacks cash may go 
to a bank and make arrangements to 
secure a deposit credit, thus converting 
his own credit into bank credit. This 
bank credit, it is said, is widely ac- 
cepted as compared with the limited 
eredit of the buyer. Brief excerpts 
from explanations of this kind are given 
below: 


The chief function of commercial banks 
is to deal in credit. They sell their own 
credit to their customers. Their operations 
consist very largely in an exchange of bank 
credit for personal credit.‘ 

They (commercial banks) furnish a place 
of safe deposit for idle money and lend 
their credit, i.¢., transfer personal credit 
into bank credit. 

The function of a commercial bank is that 
of “manufacturing credit.” More accurately, 
however, the bank is organized to trans- 
form personal credit into more generally 
accepted bank credit in the form of paper 
money or of deposit rights upon which 
checks may be drawn.° 


The idea seems to be that bank credit 
is substituted in place of the individ- 
ual’s credit and that the former is will- 
ingly received by the seller of the goods 
because he has faith in the bank. Let 

*Raymond T. Bye, Principles of Eco- 
nomics, F. S. Crofts & Co., 1931, p. 212. 

* Frederick S. Deibler, Principles of Eco- 


nomics, McGraw-Hill Book Co., 1929, P- 
292. 


° Frank Tracy Carlton, Economics, D. C. 
Heath & Co., 1931, p. 169. 














us analyze this sort of a transaction. 
The seller usually extends no credit in 


such a case. He does not, as a rule, 


part with the goods until he receives 
payment. If he receives the buyer’s 
check he may delay delivery of the mer- 
chandise until the check has been col- 
lected, i. e., paid by the drawee bank. 
If immediate delivery is made he is 
temporarily granting credit to the buyer 
and not to the bank. Many worthless 
checks have been drawn on good banks 
and the holders have had no claim on 
the banks. A bank owes no obligation 
to payees of checks drawn on it unless 
the checks have been certified. If the 
seller has received actual payment on 
the check, he is not thereafter extend- 
ing any credit. He extended no credit 
to the bank, but he has received part 
of the bank’s assets. The bank has 
parted with some of its resources, which 
it had to do to take up the checks drawn 
on it, and it holds the promissory note 
of the buyer of the goods. Instead of 
a substitution of bank credit for per- 
sonal credit we have rather a substitu- 
tion of creditors—the bank in place of 
the seller—and the only party to whom 
credit was extended at any time was the 
buyer. He simply borrowed from the 
bank which knew him instead of buy- 
ing on time from one who did not know 
him or who did not care to extend 
credit. 

“Swapping of credit” ideas no doubt 
originated out of the misconception that 
a bank can lend several times the 
amount of cash which it receives. This 
is evidenced by Professor Bye’s further 
explanation that: 

In view of the fact that banks are not 
called upon to meet very many of their 
deposit obligations in cash, they are able 
to lend their credit to an amount greatly 
exceeding the money they have in their 
possession. They therefore expand the vol- 


ume of their loans to many times the sum 
of their cash holdings.’ 


and by a similar statement from 
Professor Deibler’s book as follows: 


Someone may ask, how can a bank loan 
more than it has? The answer is that this 
is the distinctive function of the banking 


— 


"Note 4 supra, p. 218. 
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business, namely, the turning of personal 
credit into bank credit, and as long as 
there is a demand for bank credit, a bank 
can continue to discount or lend its credit 
until its demand liabilities begin to en- 
croach upon its cash reserves.* 


The latter clearly infers that any sur- 
plus cash which happens to be in the 
possession of a bank can be kept by 
that bank entirely as reserve while new 
loans are being made on the basis of 
that cash. Any banker knows that he 
must expect a loss of his reserve if he 
increases his loans and discounts. He 
cannot expect this loss to be offset by 
new and more or less permanent de- 
posits coming in most conveniently just 
at the time he happened to expand the 
loans of the bank. 

It is not to be inferred here that per- 
sonal credit may not be exchanged for 
bank credit. While the borrower’s de- 
posit credit does not constitute such an 
exchange, there are several other ways 
in which a real substitution takes place. 
A good illustration is a trahsaction in 
which commodities are purchased by 
means of a banker’s acceptance. The 
seller or other holder of this kind of 
paper parts with assets in return for a 
claim on the accepting bank. The bank 
loses no cash but agrees to»pay the 
acceptance at maturity. Its agreement 
to do so is an extension of credit to its 
customer, the buyer, who is supposed 
to supply the necessary funds when the 
instrument becomes due. 


Is There Enough Cash to Pay All 
Deposits? 


We are often reminded that banks 
possess a small amount of actual cash 
as compared with the total “money on 
deposit” in the country. This is sup- 
posed to indicate the existence of some 
deep mystery and to prove that only a 
small per cent. of all deposits can ever 
be paid. The following is a good ex- 
pression of this misconception: 

Bank deposits, according to recent fig- 
ures, reach the total of 70 billion dollars. 


This is what the banks owe the depositors. 
There are 54 billion dollars in all forms 





* Note 5 supra, p. 299. 
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of money “in circulation.” This is the state- 
ment made in Government reports, though 
circulation does not actually mean that the 
money is in the hands of the public. The 
banks show “cash” on hand several times 
the amount of money actually issued by 
the Government. Just how the banks can 
have on deposit on the Ist day of Janu- 
ary—or any other day in the year—four 
times as much “cash” as the Government 
has issued, is one of the mysteries of capi- 
talism that has never been succesfully ex- 
plained. Maybe some of our banking friends 
can tell us. 


While an individual bank cannot ex- 
pand its deposits by several times the 
amount of cash which it has received, 
this result can be accomplished by the 
entire banking system. This process 
has been very clearly explained and 
shown to be possible without the inter- 
vention of any magic.® 

It is also true that if a total be taken 
of all amounts that banks show as 
“cash” in their statements, this total 
would greatly exceed the “amount of 
money actually issued by the Govern- 
ment.” No mystery is present here, for 
this fact is easily explained. Every 
commercial bank carries deposits with 
other banks and for much the same pur- 
pose that its own customers have in 
maintaining a checking account. It can 
draw drafts on these balances and it 
treats them as a part of its cash. Any 
individual or company looks upon its 
checking account in the same way al- 
though it is realized very well that the 
account does not represent “hard” cash, 
but only a claim on a bank which makes 
no pretense of keeping in its vaults all 
moneys which it receives. Surely, a 
person is not guilty of misrepresenta- 
tion when he lists his deposits as “cash” 
in his balance-sheet, nor is a bank mis- 
representing when it does the same 
thing. 

It remains to be seen how all de- 
positors may receive full payment even 
though their claims greatly exceed our 
total amount of money. One of the 
functions of money is to serve as a 
medium of exchange. A _ particular 


°C. A. Phillips, Bank Credit, Macmillan 
Co., 1921, Chapter 3. 
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dollar bill may be used over and over 
again in settling debts—bank debts as 
well as others. Suppose a borrower 
turns the dollar bill over to a bank as 
a partial payment on his obligation. 
The bank may use this dollar to pay off 
part of its debts—called deposits. The 
depositor who got the dollar may buy 
groceries with it. The grocer, let us 
say, owes the bank and he pays it back 
to the bank which may hand it to an- 
other withdrawing depositor. It is ob- 
vious that this dollar bill can help to 
settle debts amounting to many times 
itself. The total obligations cancelled 
would depend on the rapidity with 
which it was passed from debtor to 
creditor. 

To say that all deposits cannot be 
paid because there are just so many dol- 
lars is like saying that a van company 
can help to move but five families in 
June because it has only five trucks. A 
single moving doesn’t wear out a truck 
nor is a dollar bill worn out in a single 
transaction. Moreover, the bulk of all 
payments are made without the use of 
money. The total bank clearings in any 
given year amount to several times the 
highest total of deposits during the 
period. 

No one would say that the holder of 
a mortgage will not be paid in full be- 
cause the mortgagor normally carries a 
small reserve in cash. The mortgaged 
property is security for the debt and 
it may be used to pay it. Likewise all 
the resources of a bank and not merely 
its reserve may be used to pay its ob- 
ligations. 

© 


CURRENCY DEVALUATION INTER- 
NATIONAL ROBBERY 


THE many currency devaluations which 
have taken place, even if only by way 
of currency depreciation, are no per- 
manent foundation for restoration of 
sound financial and economic condi- 
tions of the world. Morally, they are 
a form of international robbery, but 
their justification may be that every 
nation is doing it—A. H. Gibson, in 
London Bankers Magazine. 














HAIRMAN ECCLES of the Federal 

Reserve Board in a recent state- 

ment advocates an easy money 
policy while large numbers of people 
are unable to find employment. He 
says: “Under such conditions to restrict 
the available supply of capital and thus 
make it difficult if not impossible to 
employ these people would not only be 
anti-social but uneconomic.” 

The natural question which arises to 
a student of banking is whether if so 
encouraged bank credit will not be used 
as capital. Will new industries and ex- 
tensions of old be initiated on bank 
credit, or will they rely on savings and 
investment funds—the proper sources 
of capital? 

Mr. Eccles further says “that sharp 
price rises in certain basic commodities 
should not be controlled by a restrictive 
money policy ...” as they “are the 
result of non-monetary factors includ- 
ing foreign armament demands, strikes, 
and monopolistic practices by certain 
groups both in industry and organized 
labor. . . . The way to control unjus- 
tifiable price advances is by increasing 
production. This can be done so long 
as there is idle labor willing to work, 
unused natural resources and an abun- 
dance of money at reasonable rates.” 

Aside from such reduction of prices 
as is to be accomplished through regu- 
lation of monopolistic practices of in- 
dustry and labor, evidently prices are 
to be kept down through increased pro- 
duction. But how is increased produc- 
tion to be brought about? Is it not 
by rising prices? When an_ entre- 
preneur decides to build a new factory 
or increase his plant he must see a sub- 
stantial profit in the undertaking. If 
he needs more capital he goes to his 
friends or to his bankers. The bankers 
m turn must be satisfied that they can 
sell the securities required to raise the 
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money, and they must sell the securities 
to investors and not to banks carrying 
demand deposits. Then, after the new 
industry begins production, the influ- 
ence of its output will be exerted to 
reduce prices. There must, however, 
be rising prices first to offer the incen- 
tive. Low money rates will of course 
encourage this through inflation and 
possibly through the employment of 
bank funds as capital. 

Mr. Eccles assures us that after the 
full increase in reserve requirements 
goes into effect on May 1 there will be 
more bank deposits and currency in cir- 
culation by fully two billion dollars 
than at the peak of 1928 and 1929. 
There will also be excessive reserves 
upon which billions of further credit 
can be extended by the banks without 
the need for borrowing from the Fed- 
eral Reserve banks. In other words, the 
supply of money to finance increased 
production at low rates is ample. He 
goes on to say: “The function of the 
monetary authority is to help bring 
about and maintain the essential ele- 
ment of an adequate supply of funds 
at reasonable rates to call forth and 
facilitate production and distribution.” 

Is that not like pushing on the reins 
to make the horse go faster? A sur- 
feit of funds at low rates will bring 
about rising prices. With that will come 
increased production, but can we have 
one without the other? 

Abundant funds must eventually re- 
sult in some form of inflation. When 
in conjunction with abundant funds we 
have a marked-down dollar, in gold 
content, we will have inflation plus de- 
preciation. The dollar has shown a 
stubborn tendency to maintain its rela- 
tive value internally, but eventually 
with depreciation of its gold content 
and an oversupply of the available 
quantity afloat it is bound to give way. 
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The intent and purpose of cheap 
money when forced by the monetary 
authority is to encourage member banks 
to loan more freely; but when banks 
do not increase their loans and invest- 
ments, the result is nil. The Federal 
Reserve banks may reduce the redis- 
count rate to the vanishing point, but 
if the banks do not avail themselves of 
the rediscount privilege there is no ef- 
fect from the low rediscount rate except 
perhaps psychological. 


Monetary System Confusing and 
Contradictory 


The present condition of our mone- 
tary system is a most confusing and 
contradictory one. 


1. There is an excess of bank reserves 
and member banks are not loaning their 
funds to a great extent except to the 
Government. 

2. The open market operations of the 
Reserve banks have resulted in the pur- 
chase of two and a half billion dollars 
of Government securities. 

3. The reserve requirements of the 
member banks have been doubled or 
increased 100 per cent. 

4. The rediscount rate has been main- 
tained for three years at 114 per cent., 
the lowest it has ever been. 

5. The buying rate for bankers’ ac- 
ceptances is 4 per cent., lowest of rec- 
ord. Any one of these conditions would 
be sufficient under ordinary circum- 
stances to have a powerful effect on the 
money market, and they would not all 
affect it in the same direction. It might 
well be asked if low interest rates are 
desired, why are the reserve require- 
ments increased? «.On‘ the other hand, 
if reserves are too plentiful, why the 
open market operations, why the low 
discount rate and the low buying rate 
for bankers’ bills? 

The Federal Reserve System was de- 
vised primarily to level out the short- 
ages and surpluses of bank reserves 
under which our banking system 
labored during the previous forty years. 
The banks previously were required to 
carry a fixed’ percentage: of. their de- 
posits in “lawful money,” which at that 
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time consisted of gold, silver and legal 
tender, of which there was only a fixed 
amount outstanding. Deposits expanded 
and contracted then as they do today, 
though within much smaller limits, and 
the demand for currency varied at dif- 
ferent seasons. The result was that the 
banks at times would have a surplus of 
reserves and at other times a shortage, 
which forced the calling of loans and 
high interest rates. 

The idea of a central bank was to 
mobilize the reserves and to devise a 
currency partly based on those reserves 
which would automatically expand and 
contract as needed. The fact that in- 
stead of one central bank twelve sepa- 
rate reserve banks were authorized did 
not change the theory or practice. The 
privilege of rediscounting was extended 
to the member banks to replenish their 
reserves when necessary. Open-market 
operations in Government securities and 
bankers’ acceptances were also author- 
ized as a means of increasing bank re- 
serves independent of rediscount, if 
deemed advisable. 

With such a set-up the banks were 
provided with a perfect mechanism for 
smoothing out the rough spots in the 
banking system which had appeared up 
to that time. But in addition to the 
aforementioned provisions others were 
provided which increased the credit- 
making power of the system many times 
more than the authors of bill had 
planned. 


1. The reserve requirements of the 
member banks were reduced to about 


half what they had been. Instead of 
every bank carrying in actual cash in 
its own vault a certain percentage of 
its deposits, it was required to carry 
only one-half as much in the form of a 
deposit or credit with the Federal Re- 
serve Bank. 

2. Member banks were authorized to 
carry time deposits with a reserve of 
only 3 per cent., which in some cases 
was one-eighth of what was formerly 
required to be carried in cash. No regu- 
lations were made as to how these time 
deposits were to be handled, so that in 
many instances they were used as 4 
subterfuge to reduce required reserve. 





65 
million 
times a day! 


WITHIN the next twenty-four hours, sixty-five million 
telephone calls will be made over Bell System wires. 
Each one will be a separate transaction— made to order 
for the individual who is calling. 

To give you such a highly personalized service, there 
are 300,000 Bell System men and women located in 
every part of the country—each doing his or her part. 

That you can depend on them night and day is a big 
factor in considering the telephone’s value to you. 


BELL TELEPHONE SYSTEM 


3. The law was changed jo allow 
member banks to loan on real estate 
directly. 

4. Member banks were authorized to 
accept drafts drawn on them up to 
ninety days in some instances and six 
months in others with no reserve re- 
quirement, although such acceptances 
are a liability just as much as demand 
or time deposits are. 

5. Member banks became heavy in- 
Vvestors in long-term bonds under the 
impression that they would be a second- 
ary reserve and also for the employ- 
ment of time deposits under the impres- 
sion that they were thus being segre- 
gated, but the panic of 1931 and 1932 
removed both those impressions. 

6. There were many state banks and 


trust companies doing the same type of 
banking business as the member banks 
which did not come into the Federal 
System and whose reserves and opera- 
tions were subject to its regulation and 
control, 

These six additional features incor- 
porated and implied in the Federal Re- 
serve Act helped to bring about the 
tremendous increase in bank credit of 
the 1920’s and to take the whole bank- 
ing situation out of control. In addi- 
tion, war financing and a desire to assist 
the Government in floating its loans at 
a low rate of interest induced the Fed- 
eral Reserve Board to open the gates 
to the rediscounting privilege as it was 
never intended they should be. The re- 
discount rate was reduced after the in- 
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cipient panic of 1920 to 4 per cent. and 
again in 1924 to 3 per cent., which 
were considered low rates then, to as- 
sist in Government refinancing and nat 
increased again until 1928 and 1929, 
after it was too late. 


The point we are trying to make is 
that the Federal Reserve System as 
originally devised had and still has all 
the best attributes of an ideal central 
banking system, which is to mobilize 
the reserves of the country into a com- 
mon fund by means of which individual 
banks may be assisted over rough spots, 
but that it should always retain sufh- 
cient reserve power to meet an emer- 
gency. 

It was never intended that the Fed- 
eral Reserve banks should exercise their 
functions of rediscounting and open- 
market buying to the limit of their re- 
sources as was done in 1919 and again 
in 1927 and 1928. As they were then 
exercised these functions helped to 
bring on two panics, instead of being 
withheld to ward them off. It was re- 
peatedly said by the protagonists of a 
central bank at the time of the system’s 
establishment that it should not be ad- 
ministered as a money-making institu- 
tion but rather as an instrument to aid 
and reinforce banking as a whole. Its 
resources were to be husbanded in 
times of prosperity in order that they 
might be available when the reversal 
came. Yet an impartial observer must 
admit that the management of the Fed- 
eral Reserve banks has in. the past de- 
parted from such an ideal; nor was it 
intended that member banks would be 
encouraged to resort to the rediscount 
privilege in order to increase their 
loans or that open market operations 
would be availed of as a permanent 
feature. Even with excessive gold im- 
portations, the Federal Reserve banks 
would have had a perfect control of 
the situation had they always main- 
tained the rediscount rate well above 
the current rate and withheld open- 
market operations for a time of need. 

As a natural corollary to the above 
statement, for a more perfect control 
the member and non-member banks 
should have been more cautious about 
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their investments and loans, and should 
not have locked their funds up in long. 
time investments and capital loans. 
That is the crux of the whole matter, 
i.e., that banks carrying demand de- 
posits should as a general proposition 
confine themselves to short-time com- 
mercial and self-liquidating loans. Nor 
should a bank carrying demand deposits 
also carry time deposits; as one should 
be treated as current funds and the 
other as investment funds. Their em- 
ployment should be different. Current 
funds should be so invested as to be 
available on short notice, whereas in- 
vestment funds may be invested for 
longer periods and subject to delay in 
repayment if necessary. 


This condition of banks throughout 
the country having loaned a large part 
of their deposits in slow and non-self- 
liquidating paper and securities in the 
past brought on the worst form of the 
depression and helped to prolong it. 
Recovery is retarded because those same 
banks are to no extent making such 
loans but in fact are so strict in their 
efforts to avoid them that many of such 


small loans are being refused which 
should be granted. 

One of the reasons for our great 
prosperity during the past fifty years 
has been the liberality of the smaller 
banks all over the country in making 


comparatively small loans. They kept 
the local wheels of commerce turning, 
encouraged local improvements and 
building, and kept local labor em- 
ployed. It was the millions of dollars 
thus distributed which gave the finishing 
touch to general prosperity. 

That many of those loans were never 
repaid is true, and that many others 
are still being laboriously repaid and 
helping to put small brakes on return- 


ing prosperity is also true; but we must 


give those small loans credit as well as 
condemn them. We must realize that 
it is the many small sands which make 
the seashore and not the big boulders. 
It will not be until the small banks are 
loaning much as they did before that 
labor will more generally be employed. 
The question is, will it be worth the ef- 
fort considering the aftermath? 





FHA Mortgage Sale Contracts 


Outlining of New Regulations Covering the Purchase 
of FHA Mortgages by the RFC Mortgage Company 


By Georce R. SMITH 
Cashier, Commercial National Bank, Demopolis, Ala, 


NDER date of March 4, 1937, the 

Federal Housing Administration 

announced that, effective March 8, 
1937, the RFC Mortgage Company 
would confine its purchases of FHA in- 
sured mortgages to those mortgages cov- 
ering newly constructed dwellings 
owned and occupied by the mortgagors 
named in the mortgages. The RFC 
Mortgage Company will now agree to 
purchase only such FHA insured mort- 
gages as meet the following require- 
ments: 

1. The mortgage must be executed by 
an individual mortgagor who, at the time 
of the purchase, must actually occupy as a 
residence the dwelling on the mortgaged 
property. In the case of multiple family 
dwellings of not more than four-family 


units, the mortgagor must occupy one 


apartment thereof as a residence. 


2, The mortgagor named in the mortgage 


must be the builder of the dwelling on the 
mortgaged premises, or the immediate pur- 
chaser of such property from such builder. 

3. The mortgage must be the first FHA 
insured mortgage on the property described 
therein, except for the FHA insured mort- 
gage, if any, executed by the builder on 
the dwelling thereon. 


The new form of contract RFC M. C. 
Form No. 62 may be used in connec- 
tion with all sales of FHA insured mort- 
gages to the RFC Mortgage Company 
and using this form it is not necessary 
to send in offering sheets. 

If the mortgage is delivered to the 
RFC Mortgage Company at any time 
within six months from the date of the 
acceptance of the contract, the Mortgage 
Company will pay therefor the unpaid 
principal balance plus accrued interest. 
The revised purchase contract (when 
forwarded to the RFC Mortgage Corh- 
pany) must be accompanied by a com- 
mitment charge of one-half of 1 per 
cent. of the then unpaid principal of 


the mortgage. In the event the mort- 
gage has not yet been executed, the com- 
mitment charge shall be one-half of 1 
per cent. of the principal amount for 
which FHA insurance commitment has 
been issued. 

The Federal Housing Administration 
will continue to insure mortgages of 
corporate mortgagors and operative 
builders, but under the above require- 
ments such mortgazes will not be 
eligible for purchase by the RFC Mort- 
gage Company. If the properties are 
sold by the builders to residents who 
execute new mortgages which are ac- 
cepted for insurance by the Federal 
Housing Administration, such FHA in- 
sured mortgages will be eligible for 
purchase by the RFC Mortgage Com- 
pany. 

Under the old contracts of the RFC 
Mortgage Company it was possible for 
a lending institution to sell all mort- 
gages covering new construction which 
were endorsed for insurance by the Fed- 
eral Housing Administration. Also 
agreements could be signed by mort- 
gagees for the sale of mortgages before 
they were executed provided the lending 
institution held a firm commitment 
from the FHA to insure the paper. The 
new regulations contained in the new 
mortgage contract plainly state that now 
the mortgage must be executed by an 
individual who must actually occupy 
the house as a dwelling. If the mort- 
gage is executed on a multiple dwelling 
the mortgagor must occupy one apart- 
ment as a residence. In addition to the 
above conditions the mortgagor must be 
the builder or the individual whose 
name appeared on the original applica- 
tion to the lending institution request- ' 
ing a loan. It is possible to sell to the 
RFC Mortgage Company mortgages on 
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properties where the mortgagor is the 
immediate purchaser from the builder. 
All insured mortgages must, of course, 
be first mortgages on the property 
which is one of the basic principles of 
the FHA plan. 

The first portion of the new mortgage 
sale contract is printed below: 


CONTRACT 


Agent’s Serial No. ........ 
The undersigned, 


(Name of seller) 
called “Seller”), hereby requests the RFC 
Mortgage Company (hereinafter called the 
“Purchaser”), to purchase the following- 
described note or bond: 


Note or bond of 
(Name and address of mortgagor) 
payable to Seller (as original payee) en- 
dorsed as insured by the Federal Housing 
Administrator (hereinafter called FHA) 
and bearing FHA Insurance No. ........ 
in the original principal amount of 
bearing interest at the rate 
of 5 per cent. per annum, principal and 
interest payable in monthly installments 
a eee 


The unpaid principal amount of said note 
or bond is $ (In the event 
the note or bond has not yet been executed, 
the amount shown as_ unpaid principal 
amount shall be the principal amount for 
which FHA insurance commitment has been 
issued.) Said note or bond will be secured 
by mortgage (hereinafter called ‘“Mort- 
gage”) of even date therewith on the fol- 
lowing-described real estate (give descrip- 
tion as it will appear in Mortgage): 


A. Seller delivers to Purchaser herewith, 
the following: 


1. Certified copy of a resolution of the 
Board of Directors of Seller in form pre- 
scribed by Purchaser, authorizing the ex- 
ecution of this Agreement on behalf of 
Seller and the sale of the security above 
described by its officers therein specified. 


2. Original certificate in form prescribed 


by Purchaser, listing the officers referred 
to in the resolution required by paragraph 1 
above, setting forth the specimen signatures 
of such officers. 


3. Check, draft, or post-office money 
order payable to the order of Purchaser in 
an amount equal to one-half of 1 per cent. 
of the unpaid principal amount of the note 
or bond hereinabove described. In_ the 
event the Purchaser accepts this offer, the 
proceeds of such check, draft, or money 
order shall be retained as a commitment 
charge. In the event Purchaser does not 
accept this offer within 20 days from date 
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thereof, such check, draft, or money order 
shall be forthwith returned to Seller. 

B. For the purpose of inducing Pur- 
chasers to accept this offer, Seller makes 
the following representations: 


1, That it is an approved mortgagee 
under the provisions of the National Hous- 
ing Act, as amended. 

2. That FHA, upon application of Seller 
(Application No. ) has made a 
commitment to insure the note or bond 
secured by Mortgage under the provisions 
of Title II of the National Housing Act 
as amended (said insurance being herein 
called “FHA Insurance”), that said note 
or bond will at the time of delivery thereof 
to Purchaser be endorsed as insured by 
FHA under the provision of Title II of 
the National Housing Act, as amended, in 
the form required by the regulations of 
FHA, and that said endorsement for in- 
surance will not be conditioned or qualified 
in any manner not authorized by said Act 
and the regulations promulgated pursuant 
thereto by FHA. 

3. That no deposits for payment of prin- 
cipal or interest and no payments thereof 
(other than the payment of simple interest 
from the date of the note or bond to the 
first day of the month preceding the date 
on which the first full monthly installment 
applicable to principal and interest becomes 
due) have been or will be required from 
the mortgagor in advance of the time said 
payments are due under the terms of the 
note or bond and related amortization 
schedule furnished by FHA. 

4. That all payments of principal and 

interest will have been credited on the note 
or bond at the time of delivery to Pur- 
chaser. 
5. That Seller has complied and _ will 
comply with all provisions of Title II of the 
National Housing Act, as amended, and the 
Rules and Regulations promulgated by FHA 
pursuant thereto. 

6. That title evidence which will be de- 
livered with Mortgage will comply with the 
regulations of FHA and will establish that 
Mortgage at the date of delivery constitutes 
the first lien on real estate to which the 
mortgagor has good and mercantile title 
in fee simple. 


+ 


7. That the mortgagor in Mortgage will 
be the builder of the dwelling on the mort- 
gaged property or the immediate purchaser 
of such property from such builder, and 
will, at the date Mortgage is delivered to 
Purchaser, own the mortgaged property and 
actually occupy the dwelling thereon. 

8. That no previous mortgage insured 
by FHA has ever been outstanding against 
the mortgaged property; provided, however, 
that the words “previous mortgage insured 
by FHA” as herein used shall not be deemed 
to include a mortgage executed by the 





THE BANKERS MAGAZINE 


builder of the residence on the mortgaged 

property. 
That the construction of the dwelling on 
the mortgaged property was begun on 
..., or will be begun on 


The general information contained in 
the latter portion of the contract is out- 
lined below for the benefit of bankers 
who wish to become familiar with the 
form without wading through a lengthy 
legal document: 

C. Seller hereby covenants and 
agrees with Purchaser, subject to the 
acceptance of this offer by. Purchaser 
upon the terms herein set forth, that: 

1. The Seller will deliver to the 
Purchaser within six months from the 
date of Purchaser’s acceptance of this 
offer, the following documents and evi- 
dence: 

The note or bond endorsed by the 
FHA and endorsed without recourse by 
the Seller to the order of the Purchaser 
or assigned by the Seller to the Pur- 
chaser. The Mortgage must be accom- 


panied by an acknowledged assignment 


satisfactory to the Purchaser and shall 
be recorded at the expense of the Seller. 
In lieu of the recorded Mortgage or 
assignment, a certified copy of the paper 
together with certificate from the record- 
ing officer that the mortgage or assign- 
ment has been filed for record, with 
recording fees paid, and a statement 
that when recorded, the document will 
be delivered to the Purchaser, is re- 
quired. 

Title evidence must be satisfactory to 
the Purchaser, consisting of title guar- 
anty policy, certificate of title, Torrens 
certificate or abstract of title and at- 
torney’s opinion. The following facts 
must be established concerning the mort- 
gaged property: That the mortgage con- 
stitutes the first lien on real estate to 
which the mortgagor has good and mer- 
cantile title in fee simple, and any other 
title documents taken by the Seller in 
connection with the Mortgage. Copies 
of the papers listed below should be 
furnished: 

1. Mortgagor’s statement and de- 
scription of property made in connec- 
tion with the loan and FHA Insurance. 
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2. Seller’s FHA Insurance applica- 
tion, 

3. FHA Chief Underwriter’s Report. 

4. FHA Insurance commitment. 

5. Amortization schedule furnished 
Seller by FHA. 

6. Such other documents and papers 
accepted or required by the Seller and 
by FHA in connection with Mortgage 
or FHA Insurance as the Purchaser 
may require. 


Original policies of insurance issued 
by a company approved by the Pur- 
chaser with the loss payable to the Pur- 
chaser as its interest may appear. Satis- 
factory evidence of the outstanding 
principal balance of the note or bond 
must be furnished at the date of de- 
livery. A certificate from the Seller 
must show that all payments and de- 
posits which have become due under 
the provisions of the mortgage or bond 
have been paid at the date of delivery. 

The Seller, at its own expense and 
without cost to the Purchaser (except 
as hereinafter provided), will main- 
tain facilities for the collection of, and 
use its best efforts to collect promptly 
for the Purchaser, all sums payable by 
mortgagor under the provisions of the 
aforesaid note or bond and Mortgage. 
The Seller will remit to the Purchaser, 
within twenty-four hours after the re- 
ceipt thereof, principal and interest col- 
lected by it from the mortgagor, less 
such interest payments as are applicable 
to the period prior to the first day of 
the month preceding the date on which 
the first full installment of principal 
and interest is due, and less the addi- 
tional deductions referred to in para- 
graph 3 of section D hereof, such re- 
mittances to be in cash or immediately 
available funds, and to be accompanied 
by written advice of the date on which 
payments thereof were made by the 
mortgagor. 

Upon making such remittances, the 
Seller will be under no further obliga- 
tion with respect to the application of 
the principal and interest so remitted 
to the Purchaser. The Seller will use 
due diligence to prevent any lien su- 
perior to the lien of Mortgage, attach- 
ing to the mortgaged property, and in 
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the event the Seller receives notice that 
any such lien has been claimed, the 
Seller will promptly notify the Pur- 
chaser. 

Nothing contained in the contract 
shall be construed to require the Seller 
to institute on the behalf of the Pur- 
chaser foreclosure or other legal pro- 
ceedings to enforce collection of the 
note or bond, or require the Seller to 
bear any part of the expense of any 
such foreclosure or legal proceeding. 

The Seller must keep an accurate ac- 
count and properly apply all sums paid 
to it by the mortgagor for 

a. FHA Insurance premiums. 

b. Taxes, assessments and ground 
rents. 

c. Premiums accruing on policies of 
fire and other hazard insurance. 

All sums so collected by the Seller 
will be segregated by it from its gen- 
eral assets and held in trust in a special 
account deposited in a bank, the de- 
posits of which are insured by the Fed- 
eral Deposit Insurance Corporation. 
The Seller alone assumes full respon- 
sibility for the proper application of all 
such funds. 

The Seller must pay all taxes, FHA 
insurance, assessments, hazard insur- 
ance and premiums for hazard insur- 
ance on or before they become due 
whether or not the mortgagor has de- 
posited funds with the Seller to make 
such payments. 

The Seller of an FHA insured mort- 
gage must make an accounting on the 
first day of each July of all funds re- 
ceived and disbursed on the loan. The 
RCF Mortgage Company requires 
written notice of any default which has 
occurred during the preceding month 
not later than the fifteenth day of the 
next month. 

The Purchaser may also assume the 
duties of the Seller upon thirty days’ 
written notice and terminate the com- 
pensation the Seller has been receiving 
for services performed. 

If, after the purchase of Mortgage, 
any or all of the representations re- 
ferred to in section B above are not 
substantiated to the satisfaction of Pur- 
chaser, the Purchaser shall so notify 
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Seller in writing within a period of six 
months from the date of delivery of 
the documents, and shall deliver to 
Seller all documents which Purchaser 
received pursuant to the provisions, then 
Seller will pay to Purchaser the unpaid 
principal amount of the note or bond 
plus accrued interest to the date of pay- 
ment and the aggregate amount of any 
advances made by the Purchaser pur- 
suant to the provisions of the Mortgage 
plus interest on such advances at the 
rate borne by the note or bond. 

If the Mortgage is, or at any time 
becomes, subject to or inferior to any 
mechanic’s or materialman’s lien, for 
labor or material, the Seller upon 
written demand of the Purchaser, will 
either cause the lien to be released, or 
subordinated to the lien of the Mort- 
gage or pay up the unpaid balance on 
the Mortgage plus accrued interest and 
all advances made by the Purchaser. 

At the option of the Purchaser and 
upon repayment of the commitment 
charge the contract will become null 
and void upon the passage, after the 
date of acceptance of this offer by the 
Purchaser but before date of payment 
of the purchase price, of any law or 
ordinance of the state or any subdi- 
vision or municipality, in which the 
mortgaged property is located, or upon 
the issuance between such dates, of 
any proclamation, decree, or other 
order by any governmental officer, 
board, or body of such state, subdivi- 
sion, or municipality, which, in the 
opinion of the Purchaser, will affect the 
Purchaser’s right under the Mortgage 
or the enforcement of the lien of the 
Mortgage. 

D. By acceptance of this offer Pur- 
chaser hereby covenants and agrees 
with Seller, upon compliance by Seller 
with the terms and conditions of its 
offer, that: 

(Note. The general information con- 
tained in the contract is given only.) 

1. The Purchaser will purchase the 
aforesaid note or bond and will pay 
the following: 

a. In the event the aforesaid note 
or bond is purchased subsequent to the 
first day of the month preceding the 
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date on which the first full installment 
payment of principal and interest is 
due thereunder the purchase price shall 
be the unpaid principal amount thereof 
plus interest as has accrued and is un- 
paid since the first day of the month 
preceding the date of purchase. 

b. In the event the aforesaid note 
or bond is purchased prior to the first 
day of the month preceding the date on 
which the first full installment payment 
of principal and interest is due there- 
under, the purchase price shall be the 
unpaid principal amount thereof less 
interest accruing from the date of pur- 
chase to the first day of the month 
preceding the date on which the first 
full installment payment of principal 
and interest is due. 

2. The Purchaser will reimburse 
the Seller, within thirty days after the 
receipt of written evidence of such pay- 
ment, for any sum paid by the Seller, 
over and above the amount paid by the 
mortgagor to the Seller, for the pur- 
poses outlined in paragraph four of 
section C. 

3. As compensation for services per- 
formed the Sellor may retain the service 
fee, “late charges” fee and in addition 
an amount equal to one-half of 1 per 
cent. per annum on the unpaid balance 
of the note or bond from the date of 
purchase. Amounts constituting addi- 
tional compensation may be deducted 
by the Seller from remittances, appli- 
cable to principal and interest. 

4. The obligations of the Seller may 
be waived by the Purchaser prior to 
disbursement of the purchase price of 
the Mortgage provided the Purchaser 
receives evidence substantiating to the 
Purchaser’s satisfaction the representa- 
tions made in section B. 

5. The obligations of the Seller 
shall terminate at the expiration of 
thirty days from the date of delivery 
to the Purchaser of either of the fol- 
lowing: 

a. Certificate of a title company or 
attorney, satisfactory to Purchaser, cer- 
tifying that no such mechanic’s or 
materialman’s lien appears of record 
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and that the statutory period fixed by 
law for asserting or filing such lien has 
terminated. 

b. Title insurance policy, specifi- 
cally insuring against mechanic’s or 
materialman’s liens for labor or ma- 
terial furnished in the original con- 
struction. 

E. The term “mortgage,” as used 
herein, means such a first lien upon 
real estate as is commonly given to 
secure advances on, or the unpaid pur- 
chase price of, real estate under the 
laws of the jurisdiction where the real 
estate is situated. 


F. Upon acceptance of this offer by 
Purchaser, all the terms, covenants and 
conditions hereof shall be and become 
a contract between Seller and Pur- 
chaser. Such contract may be assigned 
by Purchaser without the consent of 
Seller, but may be assigned by Seller 
only with consent of Purchaser. All 
terms, covenants and conditions hereof 
shall inure to the benefit of and be bind- 
ing on the successors and assigns of 
Purchaser and shall be binding upon 


the successors and assigns of Seller. 
The paper is to be signed by the 
president, attested by the cashier or 
secretary and signed by the RFC Mort- 
gage Company. 
The waiver is placed at the bottom 
of the document as follows: 


WAIVER 


The undersigned Purchaser, having re- 
ceived evidence substantiating to its satis- 
faction the representations made in Sec- 
tion B of the foregoing contract, hereby 
waives the obligations imposed upon Seller 
by paragraph 8 of Section C_ thereof, 
this day of i Sei ia Se 

The RFC Mortgage Company, 
By 


HELP WANTED 


EVERYWHERE young people are talking 
the same dialect. They want someone 
to take care of them.—George E. So- 
kolsy, in N. Y. Herald-Tribune. 





Insured Mortgages for Investment 


By JoHN 


HERE is good reason to believe 
that financial institutions will soon 
be pointing with pride to the mort- 
gage item in their statements, if it reads, 
“Loans on Real Estate Guaranteed by 
the Government of the United States.” 
Nevertheless there still seems to exist a 
misconception of the operations and 
functions of the National Housing Act. 
“Our bank has been in the mortgage 
lending business for the past 50 years. 
Because of our experience and the type 
of business we do, the insurance of the 
Federal Housing Administration is we 
believe, as far as we are concerned, un- 
necessary.” Statements such as this are 
frequently made by busy bank officials 
and are indicative of the misconception 
that exists. 
That the National Housing Act is a 
continuance of the Home Owners Loan 
seems to be fixed in the minds of some. 


“We only select good loans for our 
portfolios,” is their line of reasoning, 
“and consequently for us insurance is 


unnecessary.” It seems to be the idea 
of those who have this concept that the 
Federal Housing Administration pro- 
gram is designed to encourage banking 
institutions to make loans of doubtful 
merit with Federal Housing Admin- 
istration insurance that they themselves 
would refuse to make on any other 
basis. 


Not for Distress Cases 


As a matter of fact this mistake has 
been made by codperating financial in- 
stitutions. It has been the experience 
of all insuring offices that in the begin- 
ning, when codperating banks first sent 
loans to the Federal Housing Admin- 
istration for insurance, they selected 
loans they themselves were skeptical 
about accepting without a Federal 
Housing Administration guarantee. 
More often than not, it happened that 
such loans were not accepted for insur- 
ance, with the result that complaints 
388 
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were sometimes registered by the banks. 
When it was understood, however, that 
the Federal Housing Administration 
was serious in its determination to es- 
tablish a sound mortgage system and 
would not permit the insurance of risks 
that were in any sense undesirable, the 
codperating banks then gave their full- 
est approval and stood shoulder to 
shoulder with the Administration in 


The author of this article is state 
director for Maine of the Federal 
Housing Administration. He was 
formerly of the faculty of economics 
and sociology of the University of 
Maine. In discussing insured mort- 
gages with the bankers of his state 
he has found a rather wide-spread 
misconception of what the insured 
mortgage actually is and of its many 
advantages to banking institutions. 


coéperating to institute what is now held 
to be one of the soundest bank reforms 
in a generation. 

One of the functions of the Federal 
Housing Administration program is to 
create a sound mortgage market. As a 
step in this direction mortgages that 
are already sound without the Federal 
Housing Administration insurance, figu- 
ratively speaking, are as a result of 
careful research as to their merit, im- 
printed with the “gilt edge” of a Gov- 
ernment guarantee. It is in no sense 
the purpose of the Administration to 
insure doubtful loans. On the contrary 
the underwriting procedure of the Ad- 
ministration is predicated upon scien- 
tific appraisal of property and credit, 
and loans of doubtful merit most em- 
phatically are not acceptable. 

With the continued retirement of high 
grade bonds, problems of investment 
policies under current conditions are 
becoming increasingly acute. The Fed- 
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eral Housing Administration insured 
mortgage, which can never be less in 
value than the equivalent of its unpaid 
balance in 3 per cent. Government de- 
bentures, is supplying an outlet for 
funds to those financial institutions 
obliged to seek new methods of increas- 
ing revenues. In comparing the Federal 
Housing Administration insured mort- 
gage with other types of mortgage, the 
insured mortgage will be found to have 
little in common with the old type but 
the form. 


An Insurance Measure 


The Federal Housing Administration 
insured mortgage program embodies 
within it the fundamental concepts basic 
to any sound insurance program. First 
of all an insurance program is predi- 
cated upon the assumption that there 
will be losses. If there were to be no 
losses there would be no justification 
for insurance. Insurance however has 


the effect of eliminating uncertainty by 
dividing the risk that may attach to an 


individual over all the members of a 
large group. The cost of losses is, 
therefore, made definitely certain. The 
insured mortgage program anticipates 
that there will be foreclosures. The 
Administration is no more disturbed 
when a banking institution reports a 
foreclosure than is a fire underwriter 
when he receives a report that a build- 
ing upon which a policy has been is- 
sued is destroyed by fire. Naturally, 
in both cases, the skill of the under- 
writer is invoked to so select risks for 
insurance that the losses will be reduced 
to a minimum. When scientific knowl- 
edge and the exercise of judgment has 
gone as far as it is humanly possible 
to do in so selecting risks, then when 
losses do occur the accumulated insur- 
ance fund is ready and able to reim- 
burse the insured institution. 

In the field of credit, as in the case of 
other risks, insurance is the logical so- 
lution. For example, a builder of a 
great bridge knows that in the course 
of construction there are many persons 
injured or killed as result of accidents. 
If the contractor had to foresee, and 
make provisions for individual accidents 
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or catastrophes, he might never dare to 
enter the field. As a result he would 
build no bridges and the business would 
go to his competitors. Since, however, 
he is able to compute to the last dollar 
the cost to him of accidents through the 
agency of Workmen’s Compensation 
and Employe’s Liability Insurance, the 
uncertainty of possible losses has been 
reduced to the certainty of the insur- 
ance premium. This is exactly what 
has been accomplished through the 
agency of the insured mortgage. The 
risk of loss to the financial institution 
is eliminated when the mortgage in- 
surance premium has been paid. 


New Sources of Profit 


It has long been a practice for the 
home owner borrowing money from a 
financial institution to provide that in- 
stitution with fire and other hazard in- 
surance to guarantee in the event of loss 
that the security will be replaced or 
the lending institution reimbursed. It 
seems such a logical step for the pur- 
chaser of a home to pay a small pre- 
mium to guarantee the lending institu- 
tion against the further risk of the 
credit of the borrower. This insurance 
will permit the lending institution, if it 
wishes to do so, to liberalize its lending 
policy so long as it remains within the 
limitations set up under the law. In 
shifting the burden of risk it is one of 
the functions of insurance to permit 
the insured to venture into fields that 
otherwise would be out of the question. 
When one considers the millions of 
dollars in great steamships and the 
cargoes that are sent abroad subject to 
the perils of the sea, it must be remem- 
bered that were it not for the functions 
of marine insurance these ventures 
would be virtually impossible since 
there would be few indeed willing to 
risk the vast amounts of capital in a 
single venture. In times such as these, 
when competition is particularly keen, 
the banking institution that is not in a 
position to render the borrower the 
same service as he may obtain from 
other institutions will evidently see 
much business flow past his doors to 
the institution able to meet the demands 
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of competition. With losses fixed, 
more business naturally means greater 
profits. 

Credit losses spread over a wide area 
and absorbed through the agency of in- 
surance will bear heavily upon no one. 
As every insurance underwriter knows, 
however, where the individual loss will 
strike, and the extent of its burden, can 
hardly be anticipated. For banking in- 
stitutions to attempt to compete with a 
program predicated upon insurance pro- 
tection without the agency of such pro- 
tection seems to be nothing less than a 
cordial invitation to disaster. It fol- 
lows therefore that building and loan 
associations and other like lending 
agencies, where the law permits them 
to do so, that undertake to lend money 
in the same percentage to value and 
upon the same terms as the Federal 
Housing Administration insured mort- 
gage, may find themselves to be in a 
most unenviable position in the event 
that developments in their particular 
communities result in unusual losses. 


Liquidity 


Officers of financial institutions spe- 
cializing in mortgage lending not in- 
frequently write their mortgages for a 


term of one year. The mortgage and 
note are allowed to become overdue, 
and it is the contention that a high 
degree of liquidity is thereby secured. 
In the case of a single individual, it is 
true, payment may be demanded upon 
his loan at any time. Regardless of the 
fact that the legal position of a bank 
is such, so far as the terms of its loans 
are concerned, that it may demand pay- 
ment from its borrowers at any time, 
bank officers know as a matter of fact 
that a wholesale demand for mortgage 
payments would accomplish nothing 
more than to precipitate a real estate 
crisis. The liquidity obtained, there- 
fore, by writing mortgages in volume 
on a yearly basis is for practical pur- 
poses of doubtful value. 

In the case of insured mortgages, on 
the other hand, there is an open market 
for their sale without recourse or con- 
tingent liability of any sort to other 
approved mortgagees. Purchases are be- 
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ing made by commercial and savings 
banks, life and fire insurance com- 
panies, building and loan associations, 
and by trusts. The mortgages may be 
used as collateral for loans from the 
Federal Home Loan Bank up to 90 per 
cent. of their face value. Insured mort- 
gages are likewise eligible as security 
for public deposits in most states and 
are acceptable as preferred collateral 
from approved correspondents. They 
are likewise eligible as collateral at 
Federal Reserve banks under the pro- 
visions of the Banking Act of 1935. 
With the advent of National Mortgage 
Associations under Title III of the Act 
as the need manifests itself the market 
may be expected to broaden. The rela- 
tive liquidity of the insured and unin- 
sured mortgage becomes readily ap- 
parent. 


Profit from Resale 


Assuredly the time has now come 
when financial institutions may turn 
again to the problem of earning a 
profit. Safety of the depositors’ funds 
having been established, bank officers 
today are unquestionably interested in 
so investing their funds that a reason- 
able return will be forthcoming for de- 
positors together with a profit for stock- 
holders. Because of the elements of 
liquidity and safety substantial amounts 
of insured mortgages are being sub- 
stituted for low yield bonds in the port- 
folios of the lending institutions. 

Banking institutions in a position to 
originate loans for a resale may secure 
a profit from two sources. On the pres- 
ent market insured mortgages are sell- 
ing at a premium. In addition to this 
the originating institution may arrange 
to retain for itself the servicing of the 
loan. Thus, an insured mortgage 
written at a 5 per cent. interest rate 
with a one-half of 1 per cent. service 
charge and sold on a 4% per cent. 
basis will leave for the originating in- 
stitution 1 per cent. for the servicing. 
If such an institution were to originate 
a million dollars in insured mortgages, 
sell them immediately, and service them 
on a 1 per cent. basis it would be a 
case of lending the million dollars, get- 
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ting the million dollars back immedi- 
ately, and still earning 1 per cent. for 
the period of the loan. In the light of 
the yield on Government bonds and 
other high grade investments this is not 
an unprofitable adventure. It is, in 
fact, the first authentic case coming to 
my knowledge of having one’s cake and 
eating it. 

The concept of a mortgage loan as 
short term paper is something com- 
paratively new. Nevertheless, because 
of the attractiveness of insured mort- 
gage loans to those institutions actively 
seeking these loans to be held to ma- 
turity, a profitable field has been opened 
up to commercial banks who have here- 
tofore not interested themselves particu- 
larly in the mortgage market. Certain 
of the life insurance companies, build- 
ing and loan associations, and other like 
organizations have indicated a willing- 
ness to take insured mortgages from 
commercial banks after these institu- 


tions have held them for a period of 
thirty, sixty, ninety days or longer. 
They are willing to give the originat- 


ing institution, at the time the loan is 
made, a firm commitment to take the 
mortgage. Thus a commercial bank 
may originate a mortgage loan insured 
by the Government of the United States, 
with the binding promise of an insur- 
ance company that that company will 
take it for full value on a designated 
date. Virtually the originating institu- 
tion has a 51% per cent. short term loan 
for which the maker is primarily liable, 
with purchase guaranteed by an. insur- 
ance company and payment guaranteed 
in Government bonds. It may be stated 
with little anticipation of controversy 
that paper its equal will be hard to find. 
In the light of the yield upon other 
short term obligations of equal merit, 
the 514 per cent. yield of the insured 
mortgage handled on this basis is at- 
tractive indeed. 


But the matter may be carried one 
step further. Financial institutions feel 
that in initiating a mortgage loan a 
service charge may be in order. The 
service charge has been suggested as an 
offset to current low interest rates. The 
Federal Housing Administration limits 
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this charge in the case of existing con- 
struction loans to 1 per cent. of the 
amount of the face of the loan, and in 
the case of new construction the limit 
that may be charged is 24% per cent. 
If a lending institution initiates a new 
construction loan and secures a firm 
commitment from another institution to 
buy that loan at the end of six months, 
if gross return from the loan on the 
basis of interest and monthly service 
charge is 5% per cent., and an initial 
service charge of 24% per cent. is made 
and retained by the initiating institu- 
tion, then it follows that on the basis 
of the time the initiating institution has 
the money out, its total yield may be 
computed at 10% per cent. Nor is 
this a doubtful loan, freighted with 
great risk, but is instead a loan as good 
as the maker, plus the guaranty of the 
buyer and of the Government of the 
United States. Simple mathematical 
calculation will indicate the amount of 
the yield if the service charge is taken 
but the loan held only for a period of 
thirty to sixty days. 

Certain financial institutions have in- 
dicated a willingness to take a constant 
flow of insured mortgages from originat- 
ing institutions allowing those institu- 
tions to keep the mortgages for such 
period as may be agreed upon. . This 
Yorm of agreement affords the purchas- 
ing institution more favorable terms 
than would be possible were it obliged 
to go into the open market and pay a 
premium. The originating institution 
is satisfied to hold the mortgages for a 
short term with a definitely ascertained 
and guaranteed market. At the same 
time it builds good will through the ac- 
commodation of an increasingly greater 
number of customers. 


No Federal Supervision 


From some sources there has been an 
apprehension of Government interfer- 
ence in the conduct of the bank’s busi- 
ness. There seems to be the implica- 
tion that the use of Government insur- 
ance forms some sort of an entangle- 
ment from which the borrower and the 
bank are unable to extricate themselves. 
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Since, however, the insurance partakes 
of the nature of an endorsement, and 
the bank may appeal to its protection 
or not, as it sees fit, there is nothing 
whatever which precludes the possibility 
of disregarding the insurance entirely 
if, in the circumstances, it seems to be 
the best procedure. On the other hand 
if the lending institution needs the in- 
surance and has it, it is available for 
use. In the case of institutions already 
subject to the inspection and super- 
vision of some governmental agency, 
there is no further requirement by the 
Federal Housing Administration as to 
examinations. The Administration is 
not concerned with the mortgages held, 
once the credit risks have been under- 
written, until the bank shall have need 
to use the insurance. Neither does the 


Administration set up any requirements 
as to which loans shall, or shall not, 
be insured. The program seems in- 
deed to be “a one-handled jug” with 
the handle in the hands of the approved 


financial institutions. 
Neither is the element of personal 


contact with the borrower destroyed. 
There is no hard master in faraway 
Washington insisting upon foreclosures 
when the inevitable delinquencies occur. 
It is the policy of the Federal Housing 
Administration to encourage the rein- 
statement of delinquent loans. The 
lending institution has twelve months 
from the date of default within which to 
take steps to acquire mortgaged prop- 
erty. All payments subsequent to de- 
fault have the effect of advancing from 
month to month the date within which 
it is necessary to initiate foreclosure 
proceedings. Lending institutions are 
enabled to grant extensions of time 
where such steps seem to be desirable. 
It is conceivable that a loan might be 
continuously in default for a period of 
twenty years without having the effect 
of terminating the insurance, if the de- 
fault is kept within the limit of twelve 
months. However, in the case of a con- 
tinuing default, refinancing may be ef- 
fected if it can be shown that the bor- 
rower is able to make payments upon 
easier terms. In on the other hand it 
becomes apparent that the borrower’s 
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condition is hopeless then regardless of 
whether or not the loan is insured, fore- 
closure in any case in inevitable. 


Stabilizes Realty Market 


Nor is the banker unconcerned with 
that function of the Act which has to 
do with the stabilization of the real es- 
tate market. Since under the terms of 
the contract, in the event of default, 
3 per cent. Government debentures are 
delivered to the lending institution with 
a maturity date three years after the 
first day of July following the maturity 
date of the mortgage, it becomes at 
once apparent that the Administration 
is under no obligation to convert the 
foreclosed property immediately into 
cash. The Administrator, therefore, 
may hold the property delivered to him, 
part of it, or all of it, for as long as he 
sees fit to do so, and as long as is neces- 
sary to affect an orderly distribution. 
This precludes the possibility of one 
or more financial institutions in the 
same community competing each with 
the other to dispose of foreclosed prop- 
erty in a period of financial difficulty 
with the inevitable result of creating a 
demoralized real estate market. 


Nor is this factor of orderly dis- 
tribution of concern alone to financial 
institutions holding mortgages or to 
persons whose property is mortgaged. 
The owner of a home unencumbered 
immediately suffers the same loss as 
does the owner of the encumbered home 
whose property is thrown on the mar- 
ket for the amount of a mortgage. Stated 
concretely, if A owns a house valued 
at $10,000 unencumbered and B owns 
an identical house valued at $10,000 
with a $5000 mortgage, if the house of 
B is thrown on the market for $5000, 
then A’s house is worth no more than 
that for which B’s can be purchased. 
It is an elementary conclusion therefore 
that A, who is in no way involved in 
the mortgage structure of the commu- 
nity, has been precipitated into a $5000 
real estate loss. Let us carry the point 
one step further. The bank with a large 
portfolio of real estate loans, in such 
shape as to make foreclosure unneces- 
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sary, may find many of these loans un- 
der water if a real estate crisis is pre- 
cipitated through competitive effort to 
turn large amounts of property into 
cash. 


An Investment Decision 


As between the insured mortgage and 
the uninsured mortgage it is hard to 
present a logical line of reasoning to 
justify a choice of any but the insured 
mortgage. Every bank man knows with 
what reluctance an endorser is per- 
mitted to remove his name from an ob- 
ligation. It makes little difference how 
good may be the credit of the maker, 
if a note bearing one or more endorsers 
comes up for renewal, as a matter of 
course the lending institution will or- 
dinarily insist that the endorsers con- 
tinue on the obligation. It would be 
a very good reason indeed that would 
warrant permitting their names to be 
removed. It is difficult therefore to fol- 
low the line of reasoning of the bank 
officer who, when committing his bank 
to a loan, deliberately waives aside a 
guarantee that will as a matter of fact 
change the instrument to a liquid and 
negotiable security. To be sure, habit 
and a long established procedure in do- 
ing business does have a bearing upon 
the situation. It does seem, ..owever, 
that a little thought and careful reason- 
ing will enable the bank officer to see, 
no matter how good may be the bor- 
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rower at the time the mortgage is made, 
that the guarantee of the Government, 
where it can be had for the asking, is 


‘a guarantee not lightly to be thrust 


aside. 

Assume an officer of the bank has his 
choice, all things being equal except 
risk, if that officer should choose a sec- 
ond grade bond, when for the same 
price and with the same yield he might 
purchase a Triple A bond, the choice 
of the inferior bond would be regarded 
as indication of poor judgment indeed. 
Since the insured mortgage is in every 
sense all that an uninsured mortgage 
is, plus the guarantee of the Govern- 
ment, it is difficult indeed to see upon 
reflection how a choice could be made 
in any but one direction. 

If the time ever comes that the fair 
skies on the financial horizon are 
clouded with ominous signs, bank state- 
ments will again be viewed with a criti- 
cal eye. As between banks whose mort- 
gage portfolios are insured and those 
that are not insured, if unfavorable 
criticism manifests itself, the most that 
can be said for the uninsured bank will 
be that the criticism was invited. In 
the meantime, the appearance in finan- 
cial statements of the notation, “Mort- 
gage loans guaranteed by the Govern- 
ment of the United States,” will evi- 
dence to the public that that institution 
has availed itself of the highest type 
of security in this field. 





Banking Education in Germany 


By IsaBELLE- M. BENNETT 


ANKING education. in the broad- 

est sense means not merely the 

instruction of bank employes, but 
the fostering of a better understanding 
by the general public of the purpose 
and function of banks. Lest we in this 
country think that our efforts along 
these lines are unique or unusual, it is 
well for us to examine the program 
which another nation is successfully 
carrying on. 

While education has played a part in 
our banking picture for a good many 
years, the movement in Germany is of 
fairly recent origin, and is a direct out- 
growth of the peculiar economic situa- 
tion in that country during the past 
twenty years. The training of young 
bankers was previously considered a 
matter for the individual banks and 


little was done outside in this direction. 
Despite differences in the two banking 


systems and their educational methods, 
it is not difficult to recognize some 
similar features, as well as the same 
fundamental object—better banking. 

The German Institute for the Science 
and Practice of Banking (Deutsches 
Institut fiir Bankwissenschaft und 
Bankwesen) which is comparable 
not only to the American Institute of 
Banking but, in some degree, to the 
American Bankers Association, was 
founded in 1935. Membership is limited 
to fifty and consists of prominent bank- 
ers, well known professors of economics 
and finance and leaders in industry and 
commerce who, it was felt, could con- 
sider vital questions seriously and ob- 
jectively, apart from their every-day 
professions. 

Under the German system a young 
man enters a bank as an apprentice for 
two to two and a half years and is paid 
a small salary. He is rotated through 
the various departments so that he may 
get an insight into the entire business. 
In addition, he has to attend continua- 
tion school for junior bank clerks. 


the largest banks conduct “house 
courses” for their employes in connec- 
tion with the work in which they are 
actively engaged. For the many em- 
ployes in smaller banks banking con- 
tinuation schools provide advanced 
courses through centers somewhat like 
the A. I. B. chapters. The institute also 
furnishes lectures, debates and corre- 
spondence courses for banking students 
in small towns and outlying sections. 

As a great deal of importance has 
always been attached to training by per- 
sonal contact, i. e., man learning from 
man, it became increasingly apparent 
that the “top,” on whose shoulders the 
responsibility of passing on their knowl- 
edge fell, would have to be more thor- 
oughly trained. As a result, a project 
somewhat like our Graduate School of 
Banking was started in the University 
at Frankfort-on-the-Main in 1933. 
Specialized courses of four weeks each 
were given once or twice a year to a 
group of about sixty carefully selected 
bankers from different parts of the coun- 
try. At first they were merely instruc- 
tion courses but as the time was so 
short the lectures were later made more 
of a suggestive or supplementary nature. 

In addition to these educational ac- 
tivities, which are under the direction 
of a Director of Banking Studies, the 
institute is fostering an extensive public 
education program. Through meetings, 
informational articles, pamphlets and 
books, it is striving to favorably mold 
public opinion about banks. 

It also conducts research on many 
subjects such as history of banking, 
theory of money and credit, banking 
organization, mortgage loans, foreign 
banking, agricultural credits, social 
problems in banking, legal questions, 
etc. Some of its recent studies are in-; 
teresting in the light of our own present- 
day problems. For example, one book- 
let deals with the relationship between 
the state and the banks in various coun- 


After the apprenticeship period some oftries (showing what has been done to- 
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ward nationalization) ; another with the 
problem of banking costs. The ques- 
tion of a standard balance sheet for all 
banks and the financing of home build- 
ing have also been considered. The in- 
stitute is publishing three new histories 
of banking which aim to correct inac- 
curacies in earlier volumes and to pre- 
sent a true and up-to-date picture. Be- 
sides, such an organization naturally 
tends to have a definite legislative in- 
fluence. 


The Background of the Educational 
Movement 


To fully understand the foregoing 
program which Germany has instituted 
it is necessary to go back some years 
into its banking history. As Dr. Fischer, 
president of the German Institute, 
pointed out in a speech before the In- 
stitute of Bankers in London last year, 
since the war German banks have 
known little but abnormal conditions 
and they have hardly had time to be- 
come accustomed to normal economic 
life—if, indeed, any country can today 
be said to be enjoying “normalcy.” 

According to Dr. Fischer there were 
several factors which brought home to 
German bankers the realization that 
something should be done educationally 
by them as a body. 


In the first place, the war and ensuing 
events brought a great change in the 
international position of German banks. 
As the outside commerce of the country 
ceased the foreign business of the banks 
almost completely vanished. It was 
found that the younger clerks, who had 
had little opportunity to acquire the 
proper practical knowledge and under- 
standing of foreign department. work, 
were unprepared to meet any revival in 
this branch of the bank’s business. 

Secondly, the period of inflation 
which lasted until 1923 threw the whole 
country into chaos. Banks suffered 
heavy losses. The public began “play- 
ing” the stock market and, since Ger- 
man hanks handle securities, their stock 
exchange business increased enormously. 

ere was, too, a great expansion in 
clearing transactions because no one 
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wanted to hold money longer than 
necessary. As a result the banks had 
to draft persons of other professions 
into their employ. One bank, which 
normally: employed about 18,000 per- 
sons, had 60,000 employes during the 
inflation period. Of course normal 
training procedure of junior learning 
from senior became out of the question. 
This is only feasible when a body of 
employes grows naturally and gradu- 
ally. 

Then, banks had to contend with a 
serious problem outside themselves. 
The credit difficulties in 1931 created 
public antagonism against banks. As 
American bankers have discovered to 
their sorrow, many consequences of the 
economic crisis are blamed on them. 
So it was in Germany. There existed 
in the public mind a confusion as to 
the purpose of banks and there was 
much open criticism of their activities. 

Dr. Fischer goes on to tell how, as 
a result, Dr. Schacht, in 1933, appointed 
a national banking commission to in- 





THE BANKERS MAGAZINE 


Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorr 


630 Fifth Ave. CIrcle 6-1416 
30 West 34th St. PEnnsylvania 6-1187 

1 DeKalb Ave., Bklyn. TRiangle 5-2123 
BALTIMORE. Baltimore Life Building 
140 Newbury Street 

30 North Michigan Avenue 
Leader Building 

ey Building 

S. 15th Street 

Grant Building 

Studio Building 

1115 Connecticut Avenue 


CuIcaco... 
CLEVELAN 
Detroit 
PHILADELPHIA 
PItTsBURGH 
Str. Louis 
WASHINGTON 


vestigate charges against banks and to 
consider the possibility of nationaliza- 


tion. Although the proposal for na- 
tionalization was rejected, the banking 
act passed in December, 1934, strength- 
ened the supervisory powers of the cen- 
tral government but at the same time 
maintaining the structure of banks as 
private institutions. 

Despite the value of legislative re- 
form bankers found that they could not 
conduct their business in an atmosphere 
of hostility and ignorance. 

So the problem facing them was two- 
fold—that of reshaping the public’s at- 
itude and of educating almost a new 
generation of bankers. The ranks of 
experienced financiers, who had known 
“normal” conditions before the war, 
were growing thinner and the newer 
men who had grown up in an unnatural 
business world were unfitted for pro- 
motion and unprepared to pass on their 
knowledge to their successors. 


The realization of a duty to the public 
and to their employes has resulted in 
educational work in Germany which is 
widespread and comprehensive as well 
as extremely practical. And the similar- 
ities which we find in our own system 
are interesting not only to the banking 
educator but also to the public relations 
executive. 
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RISING COMMODITY PRICES 


THE sharp advance in commodity 
prices, 45 per cent. from the low point 
of the depression, is a disturbing factor 
in the general situation. It has pro- 
duced marked inequalities in purchas- 
ing power, thus making for instability 
and, unless checked, these rapidly ad- 
vancing prices presage another period 
of maladjustment. Commodity prices 
are the most important single element 
in the business situation. 

Much has been said about the need 
for governmental intervention to con- 
trol the impending boom. | The greatest 
contributions the Federal Government 
can make to safeguard the country 
against the threatened danger are to 
keep within its proper functions, bal- 
ance its budget by reducing expendi- 
tures and not to interfere with the pro- 
ductive forces of the nation. —New Eng- 
land Letter, First National Bank, Bos- 
ton. 


LACK OF WISDOM IN THE WORLD 


Future historians will in all likelihood 
view these times as one of the most 
foolish eras in the annals of man. For, 
despite possession of the wisdom and 
experience of the ages, and _notwith- 
standing our highly vaunted sophisti- 
cated civilization, man forges stead- 
fastly onward to establish new high 
water marks for human stupidity. To 
the informed but non-partisan observer 
who quietly reflects on the matter, the 
situations now existing in various coun- 
tries present an array of absurdities s0 
astounding as to shock the reason.— 


The Banker and Financier. 
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“HOT MONEY” and 
“THE UNDER-VALUED DOLLAR” 


N November, 1936, President Roose- 

velt was reported as being con- 

cerned over the large inflow of for- 
eign funds into the American security 
markets, and suggested that something 
might have to be done to prevent this 
“hot money” from disturbing our finan- 
cial structure. 

Since that date the flow of foreign 
funds to our markets has continued 
with no perceptible slackening. Re- 
cently several suggestions have been ad- 
vanced in the press to penalize foreign 
investments in our markets with a view 
to stopping the flow of foreign capital 
into our securities. 

It is estimated that foreign funds now 
in this country amount to between 714 
and 8 billion dollars, of which from 
6 to 614 billion dollars are in the form 
of long-term investments, and about 
11% billion in short-term balances. The 
U. S. Department of Commerce has 
estimated that from the end of 1933 to 
September, 1936, there has been a net 
increase in long-term capital invest- 
ments in our markets of over 1100 mil- 
lion dollars and a net increase in short- 
term investments of over 1600 million 
dollars. 

A large body of informed opinion, 
both in the United States and in Euro- 
pean financial centers, is of the belief 
that the substantial inflow of gold into 
the United States in recent years, and 
the capital represented by it, is due pri- 
marily to the fact that the dollar is 
‘undervalued,” and has been “under- 
valued” since January, 1934, when the 
Administration revalued the dollar. 


The Purchasing Power Parity 


The attempt in recent years to link 
extraordinary gold movements into any 
particular country, to the relative un- 
deryaluation of that country’s currency 
vis-a-vis gold or specific foreign cur- 
rencies, is apparently based on the ap- 
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plication of the theory of the “purchas- 
ing power parity,” a theory which was 
developed to explain fluctuations in ex- 
change rates during the war and early 
post-war periods when international ex- 
changes were no longer based on the 
gold standard. 

Professor Gustav Cassel, in develop- 
ing the purchasing power parity theory 
came to the conclusion that the move- 
ments of the exchanges could not be 
explained by the balance of trade, but 
that the relative price levels in different 
countries ultimately determine the rates 
of exchange. 

Under the purchasing power parity 
theory a distinction is made between 
the internal purchasing power afd the 
external purchasing power in any coun- 
try. For example, the internal pur- 
chasing power of the dollar is measured 
by the price in dollars of a representa- 
tive group of commodities in the United 
States. If the price of such a group of 
commodities rises, then it is said that 
the internal purchasing power of the 
dollar falls. If a similar group of com- 
modities is purchased in England for 
sterling secured by selling dollars, the 
price of these foreign goods in dollars 
will then represent the external purchas- 
ing power of the dollar. If the price 
in sterling of a given group of com- 
modities in England is divided by the 
price in dollars of the same group of 
commodities in the United States, the 
ratio is an exchange value of sterling 
in terms of dollars, and this ratio is 
called the purchasing power parity. 
Under the purchasing power parity 
theory the market rate of exchange 
tends to oscillate about the purchasing 
power par. 

If, for examovle, both sterling and the 
dollar were off the gold standard, and 
the price levels in both countries should 
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rise, then the actual rates of exchange 
would be considered to be at parity 
when the ratio between sterling and the 
dollar corresponds to the purchasing 
power parity: as expressed by the ratio 
of the price levels in England and the 
United States. It will be understood 
that the purchasing power par is a mov- 
ing par, and when the rate of increase 
in the price level is different in the two 
countries the purchasing power par will 
depart from the nominal par. 

Under the purchasing power parity 
theory, assuming that the United States 
and England are off the gold standard, 
if the price level in the United States is 
higher than the price level in England, 
if merchandise exports from the United 
States to England are to be maintained, 
then the rate of exchange between the 
dollar and sterling should be such that 
the fall in dollar exchange should com- 
pensate for the rise in the price level 
in the United States. 

The fall in dollar exchange relative 
to sterling may be sufficient to com- 
pensate for the rise in the dollar price 
level, in which case the purchasing 
power parity theory assumes that the 
fluctuations of the exchange rates will 
exert no influence upon the current of 
trade. If, however, the fall in dollar 
exchange is either less than sufficient or 
more than sufficient, to compensate for 
the rise in the dollar price level, the 
currents of trade between the two na- 
tions will be affected; in the former 
case exports from the United States will 
fall off, imports from England will be 
stimulated, and the price level in Eng- 
land will tend to rise; while in the 
latter case, if the dollar price level is 
more than compensated by the fall in 
the exchange rate, exports from the 
United States will be stimulated, which 
will raise prices in the United States 
still more, and thus tend to cause the 
dollar price level and the dollar sterling 
exchange rates to correspond. 

Under the purchasing power parity 
theory the market rate of dollar sterling 
exchange should tend to oscillate about 
the purchasing power par. Yet the 
actual cost of obtaining sterling for 
dollars may for extended periods devi- 
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ate markedly from the required cost 
necessary under the theory to equi- 
librate the American prive level with 
the English price level. If sterling. 
dollar exchange, for example, is at $4.00 
to the pound, and the cost under the 
purchasing power parity computation 
should be $4.50, then sterling is con- 
sidered as “undervalued” with respect 
to the dollar in terms of the purchasing 
power parity. If the cost under the 
purchasing power parity computation 
should be $3.50, then sterling is con- 
sidered as “overvalued” with respect to 
the dollar in terms of the purchasing 
power parity; in other words, the dollar 
is “undervalued” with reference to 
sterling, for in this case a dollar will 
buy less goods in England than it will 
in the United States. 

It is generally recognized that a 
deviation from the purchasing power 
parity is possible on three main 
grounds: 

1. The prices of the goods exported 
from a country, e. g., the United States, 
may not truly reflect the general price 
level of that country. If, for example, 
export prices have risen more than the 
general price level in the United States, 
then the dollar will probably be valued 
in England lower than would corre- 
spond to its purchasing power parity. 

2. One-sided interference between 
the trade of two countries, such as pro- 
hibition of exports or imports, customs 
duties, etc., should cause the rate of 
exchange to deviate from its purchas- 
ing power parity. 

3. The instability of economic con- 
ditions in any particular country which 
would result in capital flight from that 
country, as well as speculative sales by 
foreigners of that country’s currency in 
anticipation of a decline in that cur- 
rency’s exchange value, may very well 
lead to a marked deviation of the mar- 
ket exchange rate from the computed 
purchasing power par. 

The principal factors that have caused 
the purchasing power parities to deviate 
in recent years from the market rates 
and the established parities, and that 
make it difficult to see to what level of 
prices in each country the equilibrium 
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of international exchange will adjust 
itself are: 

1. The increased liquidity and mo- 
bility of international capital savings. 

2. The development of central bank 
and treasury policies looking to the 
maintenance of low long-term interest 
rates. 

3. The creation of _ stabilization 
funds, in some cases to “equalize” ex- 
change fluctuations, and in other cases 
to stabilize existing exchange parities. 

1. The development of mechanisms 
to sterilize gold inflows, and the attempt 
to manage internal bank credit ex- 
pansion, with a view to preventing ex- 
cessive commodity price rises. 


Exchange Fluctuations Under the 
Gold Standard 


Under the old gold standard, the 
theory was that exchange fluctuations 
were limited by the “gold points”; that 
is, the figure at which it became profit- 
able to send gold bullion in payment 
of the international accounts. Continu- 
ous exports or imports of gold in set- 
tlement of foreign balances were con- 
sidered unlikely because, theoretically, 
as gold flowed into any one country 
prices in that country measured in gold, 
should tend to rise, and with the rise 
of prices that country should become a 
more favorable market in which to sell 
goods. The increase of commodity im- 
ports into the gold receiving country 
automatically alters the rate of ex- 
change, and to that extent diminishes 
the flow of gold. Under the old gold 
standard therefore, once the equilibrium 
of international exchange has adjusted 
itself to the existing level of prices in 
each country, any departure from this 
equilibrium will adjust itself, with the 
export and import of gold playing an 
important réle in the reéstablishment 
of the equilibrium. 


When, however, gold movements are 
prevented from reacting upon the credit 
and price structures of the gold export- 
ing and gold importing nations in such 
a way as to correct the disequilibrium 
between the relative price levels of the 
gold exporting and gold importing 
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countries, respectively, the result is to 
prevent such gold flows from influenc- 
ing those forces operating toward re- 
establishing the balance of payments 
equilibrium between the gold exporting 
country vis-a-vis other countries. 

The result is that under such condi- 
tions continuous gold exports may occur 
from any particular country and yet 
the internal purchasing power of the 
currency of the gold exporting country 
may continue to deviate for an extended 
period from the external purchasing 
power of that particular currency. 

The ultimate result may be that the 
gold exporting country will have to 
reduce the market exchange parity of 
its currency vis-a-vis the currency of 
the gold importing country. If the gold 
exporting country is on a gold basis it 
may be compelled to devalue its cur- 
rency to the new price level equilibrium 
parity; if the gold exporting country 
has a paper monetary standard it may 
be compelled to permit the exchange 
value of its currency to depreciate vis- 
a-vis the currency of the gold import- 
ing country. It is also conceivable that 
the gold exporting country may attempt 
to reflate the internal purchasing power 
of its currency by artificial. measures in 
the attempt to maintain the previously 
existing equilibrium between the inter- 
nal and external purchasing power of 
its currency. 

Whether because of war uncertainties, 
or fear of currency manipulation, or 
because of the attractiveness of our se- 
curities, there has been a marked tend- 
ency in recent years for foreign capital 
to be removed from new or old invest- 
ment in the particular foreign centers, 
and to be kept liquid. Returns from old 
investments have not been reinvested in 
their own markets, and an increasing 
proportion of foreign annual national 
savings has endeavored to find an out- 
let for investment or for safety in cen- 
ters considered more stable or more 
profitable. The result has been that 
foreign funds have flown into our mar- 
ket in surprising volume, as reflected 
in part by our large gold imports in 
the past three years. At the same time 
we in this country have refused to re- 
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invest abroad not only the funds sent 
here from abroad for safekeeping, and 
we have further refrained from reinvest- 
ing abroad our net annual income from 
previous foreign investments. 

Coincident with this abnormal in- 
flow of foreign capital, credit restrictive 
measures in the form of gold steriliza- 
tion and increased member bank re- 
serve requirements have been developed 
by our monetary authorities with the 
twofold purpose of preventing excessive 
credit expansion in the United States, 
and maintaining the existing gold price 
of the dollar. 


The Sterilization of Gold 


It will be helpful to survey briefly 
the development of this country’s poli- 
cies with respect to the sterilization of 
incoming gold. 

Up to the time when the Treasury 
took steps to forestall primary credit 
expansion on the basis of the new gold 
supplies, all gold received by the com- 
mercial -banking system was deposited 
to their credit at the Federal Reserve. 
On the basis of the increase in the 


banking system’s reserve balances the 
banking system was in position to ex- 
pand its loan or investment account, 
and it is such credit expansion that is 
termed “primary” credit expansion re- 


sulting from gold receipts. If the Fed- 
eral Reserve System chose to invest its 
increased holdings in Government se- 
curities or in some other form of eligible 
paper, the effect would have been ulti- 
mately to increase the commercial 
banking system’s reserve balances by 
an additional amount; it is this latter 
operation that would put the commer- 
cial banking system in the position 
whereby a “secondary’ expansion in 
its loans and investments could be 
built on the basis of the increased gold 
receipts. 

It was only recently that the Treas- 
ury policy was developed to prevent 
primary credit expansion on the basis 
of the increase in our monetary gold 
stocks. Up to then the attempts to limit 
the influence of increases in the mone- 
tary gold stocks on credit expansion 
were as follows: 
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1. Prior to August, 1936, refraining 
from using the increased monetary gold 
stocks as a basis for secondary credit 
expansion by the commercial banking 
system, but permitting full primary 
credit expansion. 

2. After August, 1936, by increasing 
the reserves required to be held against 
deposits, attempting to limit the volume 
of primary credit expansion that could 
take place on the existing reserve bal- 
ances built up by previous gold im- 
ports and Federal Reserve open-market 
operations. 

It was because it was desired to steri- 
lize the primary credit expansion poten- 
tialities of increases in our gold stocks, 
that the Stabilization Fund was given 
the job of offsetting all new gold re- 
ceipts by sales of Treasury bills, the 
effect of which would be to prevent the 
new gold from entering the monetary 
base, and would even result in an in- 
crease in reserve requirements as de- 
posits increased, either as a result of 
the inflow of foreign funds or as a re- 
sult of increase in the banking system’s 
loans and investments. 

Not only in the United States, but 
also in Great Britain, policies have been 
developed to prevent gold inflows from 
upsetting the internal credit and com- 
modity price structure. 

In the 1936 annual report of the Bank 
for International Settlements the op- 
erations of the British Exchange Equal- 
ization account are described as follows: 


“The account was formed in the 
spring of 1932 to iron out undue fluc- 
tuations in the exchange rate of ster- 
ling, and it has been supplied altogether 
with 375 million pounds in sterling as- 
sets, mostly Treasury bills, from the sale 
of which it obtains the sterling balances 
necessary, for its operations. When 
there is an inflow of funds into the Brit- 
ish market and the account sees fit to 
intervene, Treasury bills are sold and 
the sterling thus obtained is used to 
buy, say, French francs which the ac- 
count is able to convert into gold. Gold 
may also be bought or sold directly on 
the London market against sterling to 


exert a desired influence on the gold 


price. Thus through the double opera 
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tion of selling Treasury bills and buy- 
ing foreign exchange or gold, not only 
the foreign exchange position but also 
the volume of credit on the domestic 
market is affected. The sale of Treasury 
bills by the account acts, in fact, as an 
offsetting open-market operation pre- 
venting an inflow of gold to London 
from increasing the cash balances of 
the joint stock banks with the Bank of 
England. Conversely, when the ac- 
count sells gold or French francs to sup- 
port the exchange value of the pound, 
it obtains resources in sterling with 
which it may repurchase part of its 
Treasury bills outstanding, thereby op- 
erating in the opposite direction so that 
the cash reserves of the market are 
maintained in spite of an outflow of 
funds. An addition to the gold hold- 
ings of the Exchange Equalization Ac- 
count, therefore, does not lead to an in- 
crease in the amount of bankers’ bal- 
ances.” 


It can be readily seen that the forces 
of monetary management for the main- 
tenance of the existing market exchange 
relationship between the dollar, the 
franc, and sterling necessarily make 
difficult any definitive equilibration of 
international price level relationships. 
What in effect has happened is that the 
central banking and treasury policies 
in the several countries have worked 
toward a “pegging” of the exchanges at 
levels which depend for their mainte- 
nance on forces outside of the control 
of the monetary management author- 
ities, 

It will be remembered that during 
the war period British exchange was 
“stabilized” by “pegging” operations. 
At that time the policy was adopted of 
buying and selling British Treasury 
bills in the open market in New York, 
and by utilizing the credits advanced 
by the United States, sterling exchange 
was offered at the pegged price of 
$4.76. Through the close relationship 
between Great Britain, France and Italy, 
the franc and lira were also stabilized. 
The policy of “pegging” the exchanges 
involved the possession of funds suffi- 
cient to buy at fixed prices, which were 
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higher than those which the free play 
of market prices would of themselves 
establish for all the foreign bills 
offered, and thus to keep the price of 
sterling higher in New York than would 
otherwise be the case. 

What happened to sterling exchange 
after the “peg” was removed is well 
known. If the existing policies of in- 
ternal monetary management in the 
United States and England are to con- 
tinue to operate successfully some meas- 
ures must be evolved to prevent the 
forces of capital movement from affect- 
ing adversely the existing exchange re- 
lationships between the dollar and other 
leading currencies. 

If the funds of foreigners should be 
induced to flow out of our market in 
moderate proportions and if confidence 
could be restored in the internal finan- 
cial conditions of foreign centers, it may 
then be that with the normal improve- 
ment in business, domestic and interna- 
tional, a sufficient commodity price rise 
could materialize to restore the pur- 
chasing power parities of foreign cur- 
rencies vis-a-vis the dollar, to the mar- 
ket exchange relationships visualized 
under the tripartite agreement. It is 
only through the adoption of some 
measures which will make investment 
in foreign centers relatively more at- 
tractive than investment in our markets, 
that will prevent such results as a 
marked reduction in sterling or a fur- 
ther devaluation of other currencies, 
with its resulting pressure for a revival 
of competitive currency depreciation. 
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CHECKING A PHANTOM BOOM 


A coop deal of bad economics is being 
talked in these days about emergency 
measures to prevent a business boom, 
extended controls to check bank credit 


expansion, and _ increased Federal 
powers to restrain commodity price ad- 
vances. These discussions constitute a 
kind of locking of the stable door be- 
fore the family horse has even been 
acquired.—Col, Leonard. P. Ayres. 





How We Got Our Branches Off to 
a Good Start 


By C. B. STEPHENSON 
Vice-President, First National Bank, Portland, Oregon 


ETTING the 33 branches of the 

First National Bank of Portland, 

Oregon, off to a good start was a 
big job for the head office, for the idea 
of branch banking is a new one in 
Oregon. However, it was not so much 
a matter of selling the idea of branch 
banking, for the public had accepted 
the fact of this way of doing business. 
What the First National had to do was 
to create an understanding with the 
public in the new territories in which 
it was to operate. 

This was accomplished in four ways: 
(1) By letters sent out by President 
E. B. MacNaughton of the bank to de- 
positors in the institutions being taken 
over as branches; (2) by retention of 
the local personnel of the banks af- 
fected; (3) talks on branch banking 
and the policy of the First National at 
meetings of the chambers of commerce 
and civic clubs and other organizations; 
and (4) newspaper advertising. 

Some counties were easier to get es- 
tablished in than others, due to a mul- 
titude of reasons. In many instances 
entrance into the field was at the in- 
vitation of the local chambers of com- 
merce. A committee was formed to 
sound out prospects for successful op- 
eration. Preliminary surveys were made 
and services promised as rapidly as 
could be done. Many of the banks had 
been operating on a restricted basis, 
and it took time to work out the details. 

In some instances, the First National 
had nothing on which to build, and 
had to start the bank from scratch. 
Some of the banks had been closed, and 
up to the time that the First National 
had taken them over, had been per- 
mitted to operate only on a restricted 
basis. Reserves had shrunk for a 
variety of reasons, and in order to pro- 
vide a banking service, the bank was 
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permitted to accept new deposits which 
it was obliged to keep in cash in proved 
depositories. The First National un- 
scrambled these old situations as rapidly 
as the frozen assets could be liquidated 
for the benefit of the depositors. 

There was a limited opposition to the 
acquisition of these banks, but this dif- 
ficulty was overcome by presenting the 
true picture of the parent bank’s policy. 
Too, intensified local pride figured in 
the negotiations, especially so if the 
local banker wanted to continue the 
bank as a self-contained unit. Under 
the branch banking law passed by the 
Oregon Legislature a bank cannot open 
a branch in a town where there is an 
existing bank without either gaining the 
consent of this bank or purchasing the 
bank in question. Therefore, if local 
sentiment was not interested in selling, 
nothing could be done about it. 

Age and retirement of presidents of 
the banks to a well earned rest, or 
where the president of the bank had out- 
side interests also figured in the estab- 
lishment of the branches. One banker 
in particular, 80 years of age, thought 
it time to take a rest, so his institution 
became a branch bank. It was not un- 
common to find as president of a bank 
a man without bank experience, but 
who was president of the bank because 
he owned sufficient stock in it. 

In order to meet the requirements of 
all these backgrounds and get these 
newly established bank branches off to 
a good start, it was necessary for the 
First National to contact the depositors 
of these banks with a statement of 
policy from the head office. But the 
approach had to be fitted to the type 
of depositor under consideration. Port- 
land, with a population of over 300,000, 
is the only large city in Oregon. If 
depositors contacted, then, lived in 


















small cities and towns, and a friendly 
neighborliness had to exhibit itself in 
the letters sent out. The appeal was a 
general one for all, however, THAT 
THE FIRST NATIONAL PLEDGED 
CONTINUATION OF THE SAME 
PERSONALIZED BANKING SERVICE 
TO WHICH THEY HAD BEEN AC- 
CUSTOMED. There were variations, 
of course, in the substance of the letters 
themselves, as the problems of the cities 
were different than those of the very 
small towns. 


To depositors in the larger cities, the 
following letter was sent out: 


Dear Sir, 


As a depositor in the (name) bank of 
(city) you are naturally interested in the 
management of the bank and the policy 
which guides it. The First National Bank 
of Portland, Oregon, has acquired the assets 
of the (name of bank) bank and will hence- 
forth conduct it as a branch of the Port- 
land headquarters. 


We pledge continuance of the same per- 
sonalized banking service to which you have 
been accustomed, plus the entire banking 
resources which are at our command. Your 
bank will be in charge of Mr. (name of 
man), who has been associated with your 
bank as an official for many years. 

You will have at your disposal the com- 
plete service of our bank which affords 
you all the advantages of a metropolitan 
bank backed by the resources of one of the 
strongest banks in the country and the old- 
est national bank west of the Rocky Moun- 
tains. Seventy-two years of service to its 
depositors through all kinds of business 


conditions and crises is the record of our 
bank. 


We welcome you as a depositor in the 
(name of bank) branch of the First Na- 
tional Bank of Portland and will endeavor 


at all times to be of the utmost service to 
you. 


Sincerely, 


Letters to depositors in small towns 
and county seats where branches had 
been established were more personal. 
In addition to containing the back- 
ground of the parent bank and its policy 


there were such paragraphs as these 
included: 


A little indication of the friendly inter- 
est we have in you is found in the bulletin 
board we maintain in the bank lobby. If 
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you have commodities or things to sell or 
exchange, if you wish to hire help, or solicit 
work for yourself, or have any need of 
neighborly coéperation give the facts to Mr. 
(name), our manager, and he will have a 
notice typed and placed on this bulletin 
board. 


May we have your business and what is 
better still your good will? 


From a follow-up letter under the 
heading “More News for You About 
Your Bank” the following paragraphs 
illustrate the sentiment of neighborli- 
ness: 


We propose to take an active part in 
community affairs. Our manager, Mr. 
(name), has arranged some prizes for the 
winners in the 4-H competition at the Har- 
vest Festival in September. The 4-H club 
activity has our active support throughout 
the state. For a number of years we have 
provided three and five year achievement 
pins in our branch districts. We take a 
justifiable pride in making a modest con- 
tribution to better farming and good citi- 
zenship. 


Perhaps Mr. (name) can lend his sup- 
port in other ways. He is there to serve 
the community and you are cordially in- 
vited to call on him. 


Retention of the local official per- 
sonnel of the banks taken into the fold 
as branches was of great value in mak- 
ing the transition easier. The public 
was acquainted with these men over a 
long period of years. If it was neces- 
sary to have a man from the head office 
at Portland, either temporarily or per- 
manently, he was designated as chief 
clerk and his duties were to supervise 
the internal operations of the branch to 
conform to the routine of the main 
office. 

Talks before the civic clubs, plus 
newspaper advertising, rounded out the 
promotion program. 

The chief value of the branch bank- 
ing system is the state-wide  or- 
ganization of better responsibility and 
management, including economies of 
operation. A broader outlook and ex- 
perience, and a capacity to acquire and 
employ capital are among its advan- 
tages. The men in charge must be men 
of banking experience. There had been 
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“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 


With a Foreword by 


CARL K. WITHERS 


Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method 
which is both simple and complete. Here 
is described in minute detail and with a 
wealth of illustrations a simple method for 
obtaining bank costs and for installing a 
system of bank cost accounting as an aid 
to effective management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers Commissioner of 
as and Insurance of the State of New 

ersey. 


Your name and address on the coupon 
below will bring this book to your desk 
on 5 days’ approval. 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


You may send me on approval a copy 
of “How to Obtain Bank Costs” by E. 
Woolley. At the end of 5 days I ‘will 
either remit $5 or return the book. 


a trend in Oregon since 1929 towards 
the branch banking idea, but the de- 
pression accelerated it. Canada, where 
branch banking has been in vogue for 
many years, was a shining example in 
the lack of bank closures, and thus 
there filtered into the minds of the Ore- 
gon banking fraternity the thoughts of 
a state-wide branch banking system. 
The First National Bank is rapidly 
nearing the $100,000,000 deposit class, 
and at the call of December 31 last, it 
rose in the standing of the 100 largest 
banks in the nation from 87th place to 
80th. During the last year it gained 
deposits of $18,541,845. Mr. Mac- 


Naughton, the president, hopes eventu- 
ally to have a branch in every county 
seat in the state, which will mean the 
purchase of 13 more banks in the state. 
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WARNS AGAINST CRIME 
COMPLACENCY 


IN spite of notable progress in crime 
reduction, it does not justify the atti- 
tude of complacency shown by banks 
whose protective program places too 
much reliance upon insurance indem- 
nity. Most bank robberies are com- 
mitted by those who have robbed banks 
before and it is well to remember that 
their ranks seldom lack for replace- 
ments. With parole and pardon prac- 
tices as they are in some states and 
with new youth being recruited to crim- 
inal careers, we cannot assume a con- 
tinuance of the improved conditions 
now prevailing unless we guard stead- 
fastly against any relaxation of vigil- 
ance. Nothing less than the best pro- 
tective machinery and procedure should 
be acceptable in banking and the high 
percentage of arrests and convictions 
in bank robbery must be continued and 
improved if their deterrent value is to 
be capitalized. Until it becomes axi- 
omatic in the underworld that “bank 
robbery is a losing game,” we are not 
even approaching mastery of this prob- 
lem.—James E. Baum, Protective De- 
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Building Good Will with a Happy Birthday 


By C. W. FisHpaucu 


VERYONE likes to be remembered 
on his birthday. It is a universal 
custom to feel a glow of good will 
towards the person that greets you on 
your birthday with: “Happy Birthday.” 
With this in mind we decided to use 
birthdays as a means of building good 
will. We have now had our plan in 
effect for over three years, and truly 
believe it is worth more to us than all 
the various other advertising we have 
done in that time. We have a great 
many letters from those we have sent 
cards acknowledging their appreciation. 
Scarcely a week goes by that we do not 
receive at least one telephone call thank- 
ing us for the card and saying: “How 
in the world did you know my birth- 
day was today?” 

This is the nucleus of our plan— 
knowing the birthdates. The surprise 


of getting an unexpected birthday greet- 
ing makes it long remembered. A great 
many times the person is unable to fig- 
ure out just how we did know the date, 
and will ponder over it for some time, 
but all during this time he has a feel- 


Assistant Cashier, Security Trust and Savings Bank, Shenandoah, Iowa 





The folks at the 
Security Trust & Savings Bank 
Shenandoah, Iowa 
extend congratulations and best wishes 
on this, your birthday. 

We trust that you will enjoy many more 
happy birthdays, each as it comes 
bringing new joys 


ing of appreciation towards us as the 
sender. As we follow up each year and 
continue to send the greeting he real- 
izes that our greeting was no hit-and- 
miss message but one we meant. 

Three years ago when we decided on 
this plan we were somewhat puzzled as 
to how to gather the birthdates, we knew 
it would be an impossibility, also a 
very inaccurate system to obtain the 
birthdate from friends or neighbors. 
With this in mind we went to the city 
hall and asked where we could gather 
this information. The city clerk in- 
formed us that the registration book 
that was required by law for every voter 
to register in was accessible to the pub- 
lic. In this book, among other things, 
each voter’s birthdate is listed. We had 
a stenographer copy these into a daily 
date book. Each name was written un- 
der the day of the month the birthday 
occurred. This book took several days 
to prepare but when completed we had 
the birthday of every registered voter 
in our city. We would turn to June 3 
and find that it was the birthday of 










SECURITY TrRvst 
k FF SZ SAVINGS BANK 


E C FISHBAUGH. PRESIDENT 

EA FISCHER vice PRESIDENT 
WH LONGMAN. casnier 

LH WALTERS. ASS? CASHIER 
CW FISHBAUGH, ASST CASHIER 


Mr. John Brown, 


Shenandoah, Iowa. 


Dear Mr. Brown: 


CAPITAL - SURPLUS $ 90,000 00 


SHENANDOAN, IOWA 


Juet a note of congratulations on a very 
important birthday. 


Every year finds a person older and wiser. 
Folks may talk as they will, but there's no sub- 
stiture for the wisdom which comes from practical 


experience. 


We hope that every year will bring you new 


joys. 


We want you to know that we are proud to have 


you among our friends. 


Very cordially yours, 


Type of letter sent to older residents to reach them on their birthdays 


John Jones, Richard Roe, Gertrude 
White, etc. 

However, this did not complete our 
book. We had a great many friends and 
customers that lived outside the city 
limits, in the surrounding townships. 
We didn’t wish to forget these folks, so 
we went to the County Court House and 
had the dates taken from the records 
there. In cities that do not require reg- 
istration and do not have records at the 
city office, the birthdates can likewise 
be obtained from the county seat. 

The first year we wrote each one a 
personal letter of greeting. Such a let- 
ter is illustrated above. This form 
was sent to elderly men, ones that liked 
to be reminded that they were old- 
timers. We had five different forms of 
letters that we numbered according to 
the type: 1—letter to old folks, 2—let- 
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ter to young folks, 3—letter to children, 
4—general letter to men, 5—general 
letter to women. 

The officer in charge of the birthday 
book would check it for the coming 
week and after each name would mark 
the number of letter to be sent to that 


particular party. By this means we 
had a semi-individual letter without the 
work of dictating each one a personal 
message. The officer in charge of this 
work has to be one well acquainted with 
the community so he will have some 
knowledge of the party to whom the let- 
ter is being sent. He should in a gen 
eral way, as far as possible, know the 
likes and dislikes of the various ones. 
For instance I know of one lady that 
was provoked almost beyond words 
when she received a letter addressed to 
herself as: “Gert. Brown” when a “Ger- 
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trude Brown” would have passed un- 
noticed. Among the things she said 
was: “In all my life this is the first time 
I have ever been addressed as Gert.” 
(By the way this was not one of our 
birthday letters.) 

The second year we mailed cards like 
that shown on page 405. We mailed this 
same card to all. However the officer 


in charge still had to check the birth- 
day book to see that cards were not 
inadvertently sent to some one whose 
name had been checked the previous 
year but who had passed away in the 
meantime. 


birth month is 


This year we are again using the 
same cards, but have also added an- 
other card for the ladies. This card is 
our flower card and is shown above. 
As stated on the card the recipient 
has only to present it at the local florist 
and obtain a flower symbolic of his 
birth month. We arranged with the 
florist to supply us these flowers at five 
cents a card. A very reasonable amount. 

This flower plan has again brought 
us frequent response from our friends. 
We have had many letters and calls 
thanking us not only for the birthday 
card but also for the flowers. A few 
days ago a lady inquired from one of 
our tellers: “Is this the bank that sends 
birthday cards?” On being informed 


that it was and asked if she had re- 
ceived one she answered: “No, my birth- 
isn’t until tomorrow.” 


day 


A gentle 
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Take this card to the 
Shenandoah Floral Company 


They will be pleased to present you 


a flower with our compliments. 


The flower which symbolizes your 





The Security Trust & Savings Bank 


Shenandoah, lowa 
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hint, yes, but also advertising. Some- 
one had told that lady about our greet- 
ings. 

At various women’s clubs we have 
had favorable reports of this advertis- 
ing, for instance Mrs. Smith goes to a 
meeting of the Ladies’ Aid and wears 
one of our birthday flowers. During the 
course of the meeting she will many 
times remark: “Do you know that the 
Security Bank gave me this rose I’m 
wearing?” 

Below are two lists of flowers that 
symbolize the various months. One list 
is taken from a dictionary the other 





list from an almanac; either one is cor- 
rect. As a means of codperation we 
submitted two lists to the florist. Dur- 
ing certain seasons and periods of the 
year some flowers are more expensive. 
With two lists to select from he can 
furnish us with the flower most advan- 
tageous to himself. I assure you he ap- 
preciates this. 


Dictionary Almanac 
January Snowdrop Snowdrop 
February Primrose Primrose 
March Violet Violet | 
April Daisy Daisy 
May Hawthorne Lily 
June Honeysuckle Rose 
July Water-lily Sweet-pea 
August Poppy Gladiolus 


September Morning Glory Aster 

October Hops Dahlia 
November Chrysanthemum Chrysanthemum 
December Holly Poinsettia 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat ‘these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 


G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval. 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send me ‘on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 


You will notice that for some months 
the flower is the same on either list, but 
other months the flowers vary a great 
deal in type and cost. 

We try to keep our book up to date 
by checking it as often as possible. We 
are now adding a new side line to our 
plan. We are listing all the anniver- 
saries and weddings. In a short time 
we expect to arrange some greeting to 
be sent to these. 

The plan centers around a birthday 
book and one well acquainted with the 
community, also one to see that the 
birthday cards for the following day 
are in the mail. We unhesitatingly en- 
dorse this plan as a very successful one. 


10) 


BANK MANAGEMENT 
DIFFICULTIES 


UNTIL current uncertainties as to bond 
prices, money rates and fiscal policies 
are cleared up bank management diff- 
culties are likely to be numerous. The 
open market policy of the Reserve 
Board will doubtless result in a sub- 
stantial increase in the amount of ex- 
cess reserves on hand after May 1, the 
latest estimate being around $700,000,- 
000 instead of the $500,000,000 origi- 
nally anticipated. At all events the 
excess will be sufficient to maintain easy 
money conditions indefinitely. Other- 
wise the outlook for better banking con- 
ditions may be described as favorable. 
Demands for credit for business are im- 
proving and “other” loans in reporting 
member banks are steadily increasing. 
Bank deposits will doubtless take an- 
other spurt as the Government renews 
its borrowing.—Banking. 


JOINS BILLION CLASS 


THe Central Hanover Bank and Trust 
Company of New York was added to 
the institutions in the United States 
with resources of more than a billion 
dollars when it reported total assets of 
$1,000,020,000 on March 31, 1937. 
George W. Davison is chairman and 


William S. Gray, Jr., is president. 















Insurance and Estate Building 


Co-operation Between Underwriter and Trust 


N the years preceding 1929, trust 
officers and life underwriters had 
discovered a community of interest 
through the use of life insurance in con- 
nection with the problems of estate 
building and conservation. But the 
coéperation of those days was, as we 
look back upon it now, to say the least, 
unorganized. Guiding principles were 
just then, for the first time, being 
formulated. That codperation was more 
or less a back-slapping proposition. 
The life underwriter was looking for 
“leads,” and for business. So was the 
trust officer. They didn’t spend very 
much time looking at the problem of 
estate creation and conservation as an 
integrated whole. But even so, the 
coéperative movement was getting un- 
der way and good things seemed to be 
in store. 

Then came the darkness of the early 
1930’s out of which grew some pretty 
strained relationships, and a certain 
loss of mutuality of viewpoint. 

Nevertheless, the worth-while factors 
of this movement had become rooted 
firmly enough in those prior years, to 
continue to live, and men of vision, the 
sound-thinking leaders in both groups, 
nurtured that life and brought it 
through into a new period which began 
in 1935 and early 1936. 

The first formal indication of this 
new growth is crystallized in an article 
entitled “Appraising Insurance Trusts 
Anew,” by Roy H. Booth, which ap- 
peared in the April, 1936, issue of the 
Trust Bulletin. It was so clarion in its 
re-definition of principles, that I recom- 
mend its rereading by everyone inter- 
ested in this movement—life underwrit- 


—_— 


Condensed from a recent address. 





Officer Helps to Create Sounder Estates ... 


By THEeoporE M. RIEHLE 
President, National Association of Life Underwriters 





ers as well as trust men. 
Booth’s statements follow: 


Three of Mr. 


. .. The trust man starts in where the life 
insurance man leaves off. ... Just as the 
life insurance man must be sold on the fact 
that he will make a greater profit by sell- 
ing his client a complete estate analysis, 
so must you as trust men be sold on the 
idea that through educating the life insur- 
ance underwriters on this policy you, too, 
will secure more profit. ... We are doing 
entirely “piece-meal” selling, selling the life 
insurance trust and the living trust inde- 
pendently without reference to other trust 
services and life insurance needs, whereas 
we should be devoting our efforts to mak- 
ing a complete analysis of a man’s estate. 


That, it seems to me, constitutes the 
basis upon which our whole codpera- 
tive activity can now go forward to 
greater accomplishment. 


It must be immediately apparent, 
however, that to the extent that such 
coéperation is developed and followed 
through by the interested people of each 
group we will bring to the people of 
our communities, who need our help, a 
most intelligent and comprehensive 
service based upon the finest kind of 
ethical concepts. Then, indeed, real 
codperative activity will have been 
fully achieved. 


But other pitfalls lie ahead. Under- 
writers who are interested in estate 
creation and conservation are turning 
to the codperate fiduciary and suggest- 
ing its use as a conserving agent and a 
successor manager to stand in the place 
of clients after the occurrence of death. 
The extent to which this ‘can be done 
conscientiously and without loss of 
prestige, and the extent to which such 
recommendations are going to be ac- 
cepted by clients is going to depend 
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very much upon the attitude of these 
agencies to the weak spots which pres- 
ently exist. If they do not endeavor to 
constantly improve conditions and pre- 
vent the occurrence of some things 
which have happened in the past, then 
repercussions will reach those individ- 
uals in the life insurance field who 
have recommended and who are con- 
tinuing to recommend the use of trust 
company service, and this criticism, to 
some extent, will affect the attitude of 
men’s minds toward the recommenda- 
tion made by life insurance men. A 
closer relationship between trust and 
insurance companies must be on the 
highest level if it is to succeed and 
avoid criticism, a few instances of which 
are given below: 

Sometimes the trustor who has his 
trust in the trust department of the bank 
that handles his commercial or discount 
business has found that the officers in 
the commercial department have had 
knowledge of, and have used this knowl- 
edge of his trust department relation- 
ship, in dealing with*his commercial 
relationship to the bank. They some- 
times have accorded him treatment less 
favorable than that given to other cus- 
tomers who either had no trust assets 
or who perhaps, through fortunate ac- 
cident, had established their trusts in 
another institution so the commercial 
banker had no knowledge of its exist- 
ence. It is affairs such as this which 
heap criticism on the head of the 
friendly underwriter who has recom- 
mended the establishment of the par- 
ticular client’s trust. 

Many have probably read the recent 
article in The Saturday Evening Post, 
entitled “Big Business What Now.” 
Part of this is devoted to a discussion 
of the failure of some trustees to un- 
swervingly adhere to the service of 
bondholders under  indentures, etc. 
This has brought out pretty far into 
public view some shortcomings that 
ought to be rectified from within. 

Judges of our courts have written 
some pretty caustic language in recent 
decisions where trustees have pleaded 
the “exculpatory clause” as a defense 
when called to account by security 
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holders, and there is feeling that many 
trustees have hesitated to sue for bene- 
ficiaries of trusts which contained secu- 
rities which these criticized institutions 
distributed. 

Another point is made that some of 
our people find it difficult to convince 
an occasional trust officer that there is 
any problem in connection with proper 
application of life insurance upon which 
the underwriter has attempted to en- 
lighten either his client or that par- 
ticular trust officer. This, however, is 
a minor problem, for most of us in each 
group are seeing ever more clearly the 
viewpoint of our confreres. Unless we 
know, however, where our lines are 
weak, we can never be strong enough 
to always successfully defend ourselves. 
Underwriters as well as trust men have 
these above objections coming up be- 
fore them in their work, and they are 
cited only to demonstrate where sales 
resistance is being encountered by those 
of both groups who are active in the 
acquisition of new business. 

These are some of the weak spots, 
now, what is to be done in the future? 

To the extent that underwriters are 
able and competent to do so they should 
lend their aid in helping toward elimi- 
nating and certainly toward at least re- 
ducing to a minimum all unfair criti- 
cism (the Life Insurance and Trust 
Council movement should be a great 
help in this respect). The efforts of 
the trust and life insurance companies 
should not fail if they be truly mutual. 
With the Life Insurance and Trust 
Council as the nucleus in each locality 
and assuming that in those councils are 
gathered together the sincere and truth- 
ful leaders of their respective groups 
in those communities there can be car- 
ried forth into each neighborhood an 
endorsement of life insurance by the 
one side and of fiduciary trust service 
by the other side. 

Most important of all, however, the 
removal of suspicion and fear that will 
result from this activity will cause 
more and more men to take advantage 
of what both have to offer in order that 
their estates may be better conceived 
and better conserved. 









REDUCTION OF INTEREST RATE 
ON NOTICE TO DEPOSITOR 


WuereE public funds are deposited in a 
bank under an agreement to pay a spe- 
cified rate of interest, but the deposit 
is not made for any fixed term, the de- 
pository may reduce the rate of inter- 
est, or terminate interest payments, upon 
giving notice to the depositor. 

This was decided by the Supreme 
Court of Minnesota in the case of City 
of Minneapolis v. First National Bank 
and Trust Company, 269 N. W. Rep. 
521. 

In this case the City of Minneapolis, 
plaintiff, designated the defendant bank 
as its depository on January 11, 1929. 
The defendant deposited securities with 
the city treasurer to secure the deposits 
and agreed to pay interest on average 
daily balances at the rate of 2 per cent. 
per annum and payable monthly at the 
end of each month. No agreement was 
made between the bank and the city as 
to how long the funds should remain 
on deposit. In March, 1931, the de- 
fendant bank reduced the rate of inter- 
est payable on demand deposits gen- 
erally from 2 per cent. to 114 per cent. 
per annum and wrote to the city stat- 
ing that the new rate would go into 
effect on April 15. Later, at a confer- 
ence, the defendant agreed to continue 
the 2 per cent. rate until June and paid 
interest at that rate until June 15. The 
defendant on that date reduced the 
rate of interest paid to the city to 1144 
per cent., having given the city prior 
notice of such change. On December 
2, 1932, the bank gave notice to the 
city that, after December 25, 1932, in- 
terest at the rate of 4% of 1 per cent. 
would be paid. During and after the 
time in which these reductions were 
made, the city’ permitted its funds to 
remain on deposit in the bank and ac- 
cepted interest at the reduced rates. 

In this action, the city sought to re- 
cover from the bank the difference 


between interest at the rate of 2 per 





Some Recent Banking Decisions 


cent. and interest at the rate actually 
paid by the bank. 

The court held that the city was not 
entitled to recover. 

This decision was referred to at 
length in the February issue of The 
Banking Law Journal. 





Beginning with this issue THE 
BANKERS MAGAZINE will pub- 
lish each month digests of recent court 
decisions of interest to bankers. For 
fuller particulars on these and other 
banking law cases the reader is re- 
ferred to our affiliated publication, 
THE BANKING LAW JOURNAL. 





RIGHT OF PAYEE OF BANKER’S 
CHECK TO STOP PAYMENT 


THE payee of a banker’s check (or 
draft) has no right to stop payment or 
to require the drawer bank to stop pay- 
ment of the check, according to a re- 
cent decision of the Supreme Court of 
Delaware, Polotsky v. Artisans Savings 
Bank, 188 Atl. Rep. 63. 

In this case the plaintiff purchased 
from the defendant bank a draft (re- 
ferred to in the opinion as a check) 
drawn by the defendant on another 
bank, payable to the plaintiff. The 
plaintiff indorsed the draft to a cor- 
poration in payment for some goods 
which he had contracted to purchase 
and sent the draft forward to the cor- 
poration. Before the draft was pre- 
sented for payment, the plaintiff decided 
that his contract was tainted with il- 
legality and requested the defendant 
bank to stop payment of the draft. This 
the defendant refused to do unless the 
plaintiff would furnish a bond to pro- 
tect it from loss in case an action were 
brought against it by the indorsee or 
some subsequent holder. The draft was 
eventually paid by the defendant bank 
and the plaintiff brought this action 
against the defendant bank to recover 
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the face amount of the draft. The court, 
holding that the payee had no right to 
compel the bank to stop payment of its 
draft, decided in favor of the bank. 

In the opinion the court indicates 
clearly the distinction between a bank- 
er’s draft and a national bank note, a 
certified check and a cashier’s check (a 
check drawn by a bank on itself). 

The reason for the decision is given 
succinctly by the court in the following 
words: 

“When a person purchases a credit 
from a bank and thereafter indorses the 
credit for circulation, the bank is under 
no obligation to invite a lawsuit against 
itself at the hands of the indorsee in 
order to protect the payee-indorser 
from the consequences of what he ad- 
mits was either his own folly, his igno- 
rance or his negligence.” 


The opinion of the court in this de- 
cision was published in full in the 
February issue of The Banking Law 
Journal, 


BANK NOT LIABLE FOR COUNTY 
TREASURER’S EMBEZZLEMENT 


A COUNTY treasurer drew checks ag- 
gregating $30,000 against the county’s 
deposit. The checks were payable to 
the treasurer’s personal order or to cash 
and he deposited them in his personal 
account in the defendant bank, later 
misappropriating the entire amount. It 
was held that the bank was not liable 
for:the loss sustained by the county in 
the absence of proof that the bank had 
knowledge of the treasurer’s wrong- 
doing or that it participated therein to 
its profit. 

This was held in a recent decision of 
the New York Supreme Court, Employ- 
ers’ Liability Assurance Corp. v. Hud- 
son River Trust Co., 290 N. Y. Supp. 
881. 

The action here was brought by an 
insurance company which had signed 
the treasurer’s official bond as surety. 
The insurance company had settled 
with the county and, of course, had the 
same rights against the bank as_ the 
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county would have had if it had brought 
the action. 

While the bank escaped liability in 
this case, it is still obviously not good 
practice to permit a fiduciary of any 
kind to deposit fiduciary funds to his 
personal credit. It is generally held 
that banks may, without liability, per- 
mit deposits of this character so long 
as they act without notice and in good 
faith, There have, however, been a 
number of decisions in which banks 
have gotten into difficulty through per- 
mitting a corporate official to deposit 
corporate funds in his individual ac- 
count. The decisions seem to draw a 
distinction between fiduciary funds and 
corporate funds in this connection. 


The opinion of the court in this de- 
cision was published in full in the 
February issue of The Banking Law 
Journal. 


iC) 
BANKS MUST KNOW THEIR COSTS 


THE life of the American banking sys- 
tem lies in its ability to discover its 
costs of operation and to place them 
as charges against the proper transac- 
tions on the respective accounts from 
which these costs have accrued: In my 
opinion the collapse of the banking sys- 
tem in 1933 was caused partly by the 
fact that the majority of banks in the 
United States were operating without 
any knowledge at all of their costs and 
that, because of this fact, a great part 
of their business through the checking, 
deposit, safe deposit and trust depart- 
ments was being handled at a loss to 
the bank. It creates a situation which 
results in a weak bank.—J. H. Penick, 
vice-president, W. B. Worthen Co., 
Little Rock, Ark. 


CHARACTER AND ENVIRONMENT 


WE must see to it that in some way 
. in the changed conditions of our 

age . . . our character triumphs over 

our environment.—Stanley Baldwin. 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


American Financial Evolution 


INCE the advent of the depression 

we have witnessed a wide reforma- 

tion of financial principles and 
practices. Today, these changes impress 
us as having come with the rush of the 
whirlwind, with little occasion for de- 
hate or reflection; they appear to some 
of us as hasty by-products of economic 
distress and reformist enthusiasm. 

But an analysis of financial legisla- 
tion enacted during the past five years 
reveals more than superficial alterations 
in our economic structure; a striking 
transformation in basic philosophy has 
taken place. Both the tenor and con- 
tent of many new statutes disclose an 
abrupt departure from the laissez-faire 
policies of other days. We have stopped 
regarding money, banking, security 
markets as mere mechanical phenomena 
facilitating the exchange of goods; from 
all present indications, they must now 
begin to serve as instruments of public 
welfare. Social concepts have assumed 
paramount importance and have _ be- 
come powerful factors in the shaping 
and determination of business conduct. 

The boom and collapse of the last 
decade and a half brought many lessons 
home to us. The close connection be- 
tween commercial and investment bank- 
ing, when security selling organizations 
were attached to banks, was found to 
be extremely hazardous; the resulting 
shift of deposit funds into investment 
channels considerably embarrassed 
many commercial banking institutions. 
And as a consequence, the Banking Act 
of 1933 divorced the latter from their 
security affiliates. It sought to sepa- 
rate, as far as possible, investment and 
commercial banking functions. 

The Securities Act of 1933 brought 
Federal regulation of the issuance of 
securities. It required that accurate 
and adequate publicity be given all 
phases of corporate activity. To assure 
the disclosure of such information, it 


imposed heavy penalties for omission 
on all those connected with the distribu- 
tion of securities. In the following 
year, the Securities and Exchange Com- 
mission was established as a controlling 
influence over investment banking and 
brokerage enterprises. And _ though 
this act was initially regarded with 
grave misgivings, it has materially 
assisted in improving the economic use- 
fulness of our security markets; it has 
recognized organized exchanges as an 
essential part of our national economy 
and has sought to improve their 
methods of operation. Then, in 1935, 
another banking act was passed, further 
concentrating commercial banking con- 
trol and the power to create currency 
in the Federal Government. All these 
measures were designed for the purpose 
of preventing the recurrence of those 
difficulties which had accrued from the 
operation of a faulty financial system. 

Sometime in the future, when this 
busy episode of law-making and re- 
adjustment is well behind us, we will 
be able to view contemporary develop- 
ments in their proper perspective. Look- 
ing back, we will realize that the 
restrictive measures of recent years 
represented an important chapter in the 
evolution of American finance. Today, 
our closeness to the scene of events dims 
our vision and beclouds our judgment. 
We tend to lose sight of broad objec- 
tives in confining our attention to the 
apparent hardships invoked by many 
new regulations, as yet untested and 
untried. We are so concerned with im- 
mediate practical problems that we 
allow ourselves little opportunity to in- 
quire into the meaning of all this 
change. 

The wide revisions of practice insti- 
tuted as a result of the last depression 
merely depict history repeating itself. 
Viewed in such a light, this present 
period of readjustment seems a _ per- 
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IN ATLANTIC CITY 


Since your last visit here 
we’ve been making The 
Ambassador more pleas- 
ant for you than ever 
before. Delicious food. 


Entertainment and recre- 


ation for every waking 


hour. 


Newly decorated and 
furnished guest rooms 


William Hamilton, Managing Director 
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fectly normal event. Bad times always 
expedite reforms for the simple reason 
that only bitter experience can arouse 
human nature. Each financial catas- 
trophe of the past has generally been 
responsible for the correction of then 
existing defects. The money panic of 
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1907 ultimately resulted in the birth 
of the Federal Reserve System. Present 
restrictions on speculation are a note- 
worthy development arising from the 
last crisis. 

The immediate future is likely to 
witness further improvements in our 
financial system. Loose practices evi- 
denced by some “protective commit- 
tees” in recent years have left many 
bond and _ stockholders wondering 
whether diligent, impartial representa- 
tion of their interests can be expected. 
A correction of past abuses seems an 
early prospect. In addition, it is prob- 
able that the duties of “trustees” will 
soon be regarded more seriously, and 
that active efforts for the protection of 
security owners will replace the passive 
attitude that is customary now. 

Thus each period of unsettlement, 
with all its headaches, has indirectly 
accomplished some good. Economic 
breakdown enables us to discern imper- 
fections not previously apparent; eco- 
nomic hardship supplies the urge requi- 
site for correction. The net result is a 
superior financial machine. 

That we take advantage of these op- 
portunities and make the most of them 
is always expedient. Currently, how- 
ever, it is more than that, it is a duty. 
If our present economy is to maintain 
its stability amidst the trials of a mad 
world torn between opposing doctrines 
of communism and facism, our house 
must be in order and in a position to 
prove conclusively its advantages. 
Sound methods must be adopted and 
sound doctrines pursued. We can ill 
afford to shirk responsibility or stand 
in the way of reform. The public in- 
terest must continue dominant in all 
phases of finance. 


Bank Bond Holdings 


HE decline in high grade bond 
prices since the turn of the year 
has led to numerous inquiries re- 
garding the position of our larger com- 
mercial banking institutions. How have 
these banks fared in the face of recent 
unsettlement? Has the depreciation in 
bank bond portfolios been in direct 


ratio to the decline suffered by the bond 
market as a whole? 

While it is obvious that a decline in 
bond prices does not improve the status 
of institutional security holdings, it is 
equally apparent that the large New 
York City banks will not report serious 
losses as the result of the sharp reac 
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tion in U. S. Treasury obligations dur- 
ing the first quarter of the year. On 
the other hand, it is evident that the 
fall in the market meant the surrender 
of material unaccepted profits. 

U. S. security holdings of New York 
City institutions, as a whole, started to 
taper off around the middle of 1936, 
before top bond prices had been 
reached. This does not mean, however, 
that extensive liquidation was carried 
on in the open market. Most of the 
reduction in portfolios -was accom- 
plished through the simple process of 
allowing a good portion of maturing 
issues to run off without replacement. 
Notification of the increase in reserve 
requirements accelerated this movement. 
Thus, while the banks still hold large 
amounts of Governments, they have not 
been caught with peak inventories. 

Furthermore, it is important to note 
that most of the big banks favored short 
maturities—those issues coming due 
within a period of five years. At the 
close of 1936, varying proportions of 
the latter group were reported. Many 
of them indicated such preference to be 
anywhere from 70 ot 95 per cent. of 
total U. S. bond investments. True, a 
few institutions favored a larger vol- 
ume of long-term Governments. These 
banks, however, are believed to have 
written off the issues even below present 
market values. 

The feature of the bank bond port- 
folio picture is that, even after the re- 
cent readjustment in the money market, 
prices are generally well above the cost 
of these securities as they appear on 
bank ledgers. It has been the policy 
of the larger institutions to dispose of 
market appreciation through recourse 
to reserve accounts. It can hardly be 
expected, therefore, that forthcoming 
Statements will reveal much in_ the 
nature of losses. 

It is also interesting to note that the 
slight hardening of short-term rates that 
has occurred will prove highly bene- 
ficial. The resulting increase in op- 
erating revenues will, ultimately, more 


ot compensate for the decline in bond 
values. 
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GROWING COST OF GOVERNMENT 


THE ‘annual cost of government of all 
political subdivisions has _ increased 
from less than $3,000,000,000 in 1913 
to about $15,500,000,000 in 1936. This 
represents a gain of more than 400 per 
cent. during which period the popula- 
tion of the country increased by only 
32 per cent. Governmental costs have 
not only increased much faster than 
population but also faster than the 
sources of revenue. On a per capita 
basis governmental costs have increased 
by 300 per cent. since the pre-war year 
while national income has increased 
by only 32 per cent. Obviously such 
a burden could not be met out of cur- 
rent revenue. In consequence we find 
that total public debt has increased 
from about $5,500,000,000 in 1913. to 
$55,000,000,000 in 1936. On a per 


family basis this means an increase 
from $269 to $1800.—New England 
Letter, First National Bank of Boston. °, 


THE GOVERNMENTAL PAYROLL 


WITH an increase in all Governmental 
employes to a peak of 3,495,000 in 
1935, or 12 per cent. above the total 
six years earlier, The Index of the The 
New York Trust Company estimates the 
aggregate Governmental payroll for 
that year at $5,670,000,000, or more 
than 10 per cent. of the total national 
income. These employes, in which the 
most striking gain was the 40 per cent. 
increase in civilian employes of the 
executive branch of the Federal Gov- 
ernment from 578,231 in June, 1932, 
to 824,259 in June, 1936, are further 
stated to receive more pay than any 
other general group in the country ex- 
cept those engaged in manufacturing. 


FAILURE OF GOOD INTENTIONS 


It is highly improbable and never to 
be confidently expected that good in- 
tentions inadequately guided by wis- 
dom will produce the desired results. 
—E. C. Harwood, in “Where Are We 
Going?” 
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How about that 


Small Loan 
Department? 


Have you one in your bank? 
Would you like to start one? The 
successful operation of such a 
department demands a_ thorough 
knowledge of its possibilities and 


risks. 
Get the facts from 


Profits and Problems 


in Small Loans 
By HOWARD WRIGHT HAINES 


This authoritative book presents 
in compact form the difficulties in- 
herent in the small loan field. After 
considering the snags which have 
caused so many bankers to shake 
their heads and leave such loans to 
their competitors, Mr. Haines points 
out how by so doing they are for- 
feiting to other agencies profits 
which might, with little trouble, be 


coming into their banks. 


We will gladly send any bank or 
banker a copy of PROFITS and 
PROBLEMS in SMALL LOANS on 


ten days’ approval. 


Price $3.50 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET, CAMBRIDGE, MASS. 





FINANCIAL SITUATION ABROAD 
A Monthly Survey 


— 


General Situation 


Few striking events are to be recorded 
as having taken place in recent weeks. 
Tension between Great Britain and the 
insurgent forces in Spain has been re- 
laxed owing to a change in British 
policy, recognizing the blockade, al- 
though recognition as a belligerent has 
not been accorded to the commander of 
the insurgents. The war on Spanish 
soil continues, and the seeming advan- 
tage of the insurgents has apparently 
given place to the loyalists. 


The transfer of authority in govern- 
ment in India has met with some op- 
position by the elements opposed to 
concessions granted by the British gov- 
ernment. 

In the Western Hemisphere, especially 
in the southern part of it, substantial 
progress toward recovery is being made. 


Great Britain 


As .the decline in gilt-edged securities 
has. of late been a matter of special 
concern to the money market at London 
and other centers, the following ex- 
planation of the decline, given in the 
Monthly Review of the Midland Bank, 
will be found of special interest: 


Everyone knows, or may be expected to 
know, that the banks endeavor to maintain 
a minimum ratio of 10 per cent. between 
their cash reserves and their deposit liabili- 


ties; that the amount of their cash reserves, 
taken as a whole, is determined by forces 
outside their control; and that their de- 
posits, also taken as a whole, are expanded 
or contracted through the interaction of 
the banks in buying or selling securities or 
increasing or calling in loans. Hence, while 
the actions of the banks determine the 
volume of their deposits, these actions in 
turn are dictated by the fluctuations in the 
quantity of their cash reserves. For a 
number of weeks from the middle of Janu- 
ary there was a sharp, much more than the 
usual seasonal, shrinkage of cash reserves. 
The figures for all the banks in the period 
concerned are not yet available, but from 
those of our own bank we know that this 
took place, and that it was of more than 
ordinary size. 


A movement of this sort, unless it proves 
short-lived, is magnified in the course of a 
few weeks into a shrinkage, roughly ten 
times as large in amount, in bank deposits. 
Thus a diminution of bank cash by £10 
millions will bring about a shrinkage of 
roughly £100 millions in bank deposits. 
This sequence arises from the fact that a 
shortage of cash compels the banks to sell 
some of their assets, primarily bills, and to 
call in loans, primarily those extended to 
operators in the money market. The re- 
duction thus effected in the aggregate of 
the banks’ assets has its counterpart in a 
shrinkage of bank deposits, which form the 
predominant part of the supply of money. 
The diminution in the supply of money 
seeking employment leads to a rise in in- 
terest rates, while sales of assets on a mar- 
ket thus weakened bring about a fall in 
capital values. The spectacle of sagging 
prices for gilt-edged, moreover, brings into 
the market a hurrying procession of other 
sellers who think they may need cash, for 
business or other purposes, in the early 


BANKERS INVITED 


FOREIGN BANKS ARE 


INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with seven 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 





CAPITAL 
Authorized P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


BRANCHES 
Cebu, Iloilo, Zamboanga 


EBIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 


exceptionally favorable position to undertak 


¢ commercial banking, fiduciary and trustee business of every 


description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


future. Let us get out, they say, while the 
going is good. 


The Monthly Review of Lloyds Bank 
Limited reports a slight decline in the 
number of those employed, but regards 
this as merely a seasonal change. In 
the iron and steel industry production 
is at capacity, and some difficulty is 
being experienced in getting raw ma- 
terials. Shipbuilding is more active 


than for many years. 
* * # 


Satisfaction over the revival in ship- 
ping is thus expressed by the West- 
minster Bank Review: 


In few British industries was depression 
more severe or of longer duration than in 
shipping, but within the past year a striking 
revival has taken place. Freight rates are 
now substantially higher than the 1929 
level, and in the second half of last year 
were 24 per cent. higher than in the corre- 
sponding period of 1935. The net tonnage 
of idle shipping laid up in United Kingdom 
ports fell from an average of 2,036,000 in 
1932 to an average of 453,000 in 1936, and 
on January 1 this year was only 212,000. 
Apart from tanker tonnage laid up under 
the Schierwater pooling scheme, there are 
now, indeed, virtually no efficient British 
ships unemployed. With a larger tonnage 
employed, and the more remunerative 
freights obtained during the latter part of 
the year, the Board of Trade estimates 
that the earnings of British shipping rose 
in 1936 by some 15 per cent. 


According to the Monthly Review of 
Barclays Bank Limited, the index num- 
ber for the last quarter of 1936, both 
for manufacturing industries and all 
groups, represented the greatest volume 
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Inquiries and correspondence invited. 


of production in any quarter for which 
information is available. In the four 
quarters of the year the rate of expan- 
sion showed little variation, and it is 
estimated that the total volume of pro- 
duction for 1936 was 9.7 per cent. above 
1935. 


As an interesting sidelight on world 
conditions, the following from The 
Economist will be found illuminating: 


The British Commonwealth and _ the 
United States together command so vast a 
share of the world’s total resources in man 
power, machine power, capital, raw mate- 
rials and foodstuffs that, if they were ever 
to organize these immense powers in the 
service of one common policy for maintain- 
ing international law and order, they would 
be able with ease not only to ensure their 
own security but to police the whole face 
of the planet and frustrate the knavish 
tricks of every would-be aggressor. 

The material means for performing this 
service for mankind are actually at the 
English-speaking peoples’ disposal. But in 
the light of what we have allowed to take 
place in the world since the end of the last 
war, this fact gives us no ground for self- 
complacency. Far from that, it gives the 
measure of our failure, so far, to act up 
to our responsibilities; and there are some 
aspects of both British and American for- 
eign policy during these post-war years 
which, in moments of discouragement, might 
tempt us to conclude that we were already 
past praying for. There are the petty 
jealousies and rivalries—a legacy from the 
past, in which British capacity to snub has 
latterly been a good deal more conspicuous 
thar American tail-twisting. _ Worse, there 
is the ignoble craving to take advantage of 
favorable geographical positions for the 
purpose of shirking a share in the world’s 
common burdens and problems. 





Christiania Bank og Kreditkasse 


Oslo, Norway 


Founded 1848. 


First established 
private bank in 
Norway 


Telegraphic address: 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


Happily, this gloomy picture is re- 
lieved by a brighter side, which leads 
The Economist to hope that the two 
countries may find a means of saving 
the rest of the world from being con- 
demned into “everlasting redemption.” 

The fiscal year ending March 31 
showed a deficit of £5,597,191. But 
since the budget did not include the 
year’s expenditure of £13,127,270 ap- 
plied to debt redemption, comparing 
ordinary revenue with ordinary ex- 
penditure, there was a surplus of £7,- 
530,079. It is pointed out by The 
Economist that an invasion of the road 
fund and lack of provision for paying 
interest on savings certificates, there 
was an actual deficit. The deficit is 
partly explained by the failure of 
revenue to equal the estimates, but 
more in the excess of expenditures over 
the estimates. Heavy responsibility is 
placed on the outlays for defense. 


Czechoslovakia 


Easy money market conditions prevail, 
industrial activity is marked, and for- 
eign trade is showing a decided gain 


in the export surplus. Improved trade 
relations are noted with both France 
and Germany. 


France 


Easine of the political tension is noted, 
and while the franc has of late been 
weak, this is not regarded with special 
concern, since this will make the country 
a more favorable resort for tourists, 
expenditures on this head being an im- 
portant source of French income. 


Although prices are still rising, the 
advance has slowed down. Industrial 
conditions are improving generally, and 
unemployment is declining. The flight 
of capital is less serious than for some 
time past. 


Germany 


Deposits of the leading banks are 
showing an increase, and several of the 
banks have raised their dividend rate. 
Loans and advances on goods have de- 
clined, and bill holdings increased. 
The latter are now for a longer term 
than formerly. 


Austria 


THE recent loan of 180 million schil- 
lings, placed entirely in the country 
and issued in schillings only, is held 
as marking an important advance in 
the country’s monetary policy. The 
issue was priced at 90, the time being 
thirty years, and the rate 41% per cent., 
as favorable as any loan of the post- 
war period. Upwards of 54 million 
schillings of the loan was for the pur- 
pose of absorbing outstanding treasury 
bills issued to finance public works. 


Sweden 
As reported by the /ndex, published by 


Svenska Handelsbanken, the economic 
situation in Sweden remains extremely 
good. Discussing the possibility of a 
change in the country’s monetary policy, 
the Index says: 


It is obvious that conditions abroad have 
imbued the economic revival at home with 
a measure of artificiality and that the trend 
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of interest rates deviates fundamentally 
from past experience in otherwise similar 
situations. For these and other reasons the 
very prosperity enjoyed has induced a feel- 
ing of uncertainty and indecision in regard 
to the country’s monetary policy. The 
question of retaining or abandoning the 
krona’s firm anchorage to the pound has 
recently been the subject of lively discus- 
sion. No one has denied the perils that 
would arise from an inflation caused by a 
superabundance of money and an interna- 
tional rise in prices. On the other hand, 
it has been pointed out that at the present 
juncture there is no definite evidence of 
any marked increase in the cost of living 
such as would warrant recourse to a remedy 
so incalculable in its general repercussions 
as an abandonment of the krona’s inter- 
national stability via sterling, particularly 
as no tendency towards an exaggerated in- 
dustrial expansion can be deemed to exist. 
Public discussion on this subject has re- 
sulted in an official declaration that “within 
a surveyable future” no change is to be 
expected in the Swedish sterling rate. At 
the same time, the authorities are looking 
for other monetary means of applying the 
brakes, should it prove necessary to do so. 


The Argentine 


From its branch at Buenos Aires the 
First National Bank of Boston has re- 
ceived the following information, under 
date of April 9: 

The favorable trade balance of the 
first two months was m$n_ 359,775,075 
(greater, with but five exceptions, than 
that of any entire year since the war). 
The January combined bank statement 
showed: 

mn 
Deposits up 29,000,000 
Loans down 45,000,000 


OED WE si cavi seicwe sangeet sens 204,000,000 
Cash reserve 34 per cent. 


Mexico 


WHOLESALE and retail business reports 
greater sales than ever; agents for ma- 
chinery and all sorts of materials and 
appliances are keeping the wires busy; 
the steel mills are eight months behind 
in their orders; the Ford Motor Com- 
pany assembly plant is two months be- 
hind in its deliveries (the purchase of 
cars and trucks is an infallible barome- 
ter of prosperity), and building ma- 
terial men cannot keep up with the de- 
mand. 
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In fact the boom that is on now has 
its drawbacks and there is a fly in the 
ointment. We refer to the serious 
problem of heavy industry not being 
able to meet the growing requirements 
of the building trades, of material for 
industrial development, even steel for 
plows, and for the thousand and one 
uses which all over the country are be- 
ing demanded in the economic growth 
of Mexico. Unless this need is met it 
will mean vast scale imports of high- 
priced material and even that will be 
difficult as home requirements abroad 
are absorbing all productions. In the 
basic iron and steel industry no ma- 
terial is available from Europe, which 
on account of its armament programs 
is buying from the United States, which 
is behind in its own demands. 

As an instance, the National Rail- 
ways are faced with slow deliveries for 
the 1250 cars and the eighteen loco- 
motives recently ordered in the United 
States and urgently needed for grow- 
ing traffic demands. Eventually they 
will have to establish their own shops, 
but this is a slow process. Mexico 
needs and must have by government or 
private initiative or both a large iron 
and steel foundry or foundries or the 
imports will cause a great flow of money 
from the country and seriously affect 
its present favorable trade balance. 

The Banco de Mexico, official fiduci- 
ary institution and bank of issue, re- 
ports that 1936 was a most satisfactory 
year, showing a gross profit of over six 
million pesos, in spite of the fact that 
this bank is more of a service than a 
commercial bank. After allowing for 
expenses, amortizations and other re- 
serves, 6 per cent., which is the legal 
maximum, was paid to shareholders on 
series A and B. 

Finance Minister Suarez, speaking 
for the administration before the Oaxaca 
Chamber of Commerce, said that “the 
policy of President Cardenas is definite 
and his purpose clear. He seeks not 
to deceive anyone respecting his aim, 
an advanced viewpoint for the better- 
ment of the working masses. Within 
this policy he has hurt capital only 
when it has been an instrument of 












domination and vassalage and has been 
an obstacle to collective well-being. But 
if by capital it is understood that which 
using a classic economic definition, is 





BANK FOR INTERNATIONAL SETTLE- 
MENTS.—On April 12 the directors de- 
cided to pay the customary 6 per cent. 
dividend for 1936. Profits for 1936 
were substantially the same as for the 
preceding year. 


CuasE NaTIonAL Bank.—A branch of 
this New York bank was opened April 
19 at 51 Berkeley square, London, and 
on May 3 the main London office was 
moved from 10 Moorgate to 6 Lom- 
bard street. 


BANK OF JApAN.—Net profits for the 
first half of 1936 were yen 15,502,- 
291.30, and for the second half, yen 
6,847,984.61. Dividends for both semi- 
annual periods were at the rate of 10 
per cent., as in the previous year. As 
compared with 1935, there was an in- 
crease of yen 45,561,743,122.69 in total 


operations. 


CHRISTIANIA BANK OG KREDITKASSE.— 
The report for 1936 (eighty-ninth finan- 
cial year) showed a profit of Kr. 3,- 
665,116.51, to which there was to be 
added Kr. 221,436.31 brought forward 
from 1935. After making provision for 
allocations to various accounts, includ- 
ing an 8 per cent. dividend, Kr. 230,- 
492.04 was carried forward. 


Banco pt Roma.—At the annual meet- 
ing held in Rome on March 26, 1937, 
a substantial increase in the activity of 
the bank during the year 1936 was dis- 
closed. 

At the end of the year savings and 
current accounts amounted to Lire 982,- 
348.882, with an increase of Lire 317,- 
619.430. Balances of correspondents 
amounted to Lire 2,245,674,371, with 
an increase also of Lire 402,142,291. 

Net profits for the 1936 


year 
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wealth that creates wealth, then such 
capital deserves the full respect and 
support of the administration.” —Mexi- 
can News Digest. 


amounted to Lire 9,773,328 against 
Lire 5,139,039 for the year 1935. 
Adding to the earnings for the year 
1936 the undivided profits of former 
years, a total of Lire 15,469,683 re- 
sulted. It was decided not to distribute 
any dividend, but Lire 12,000,000 
were set aside as hidden reserves, bring- 
ing the balance forward as undivided 
profits. 

The institution, continuing its Medi- 
terranean and Colonial tradition, has 
already established nine branches in 
Italian East Africa at Addis Abeba, 
Dessié, Harar; Asmara, Massaua, Assab, 
Mogadiscio, Lechemti and Gondar. 

A representative office at New York 
at 15 William street is maintained. 


Guaranty Trust CompANy oF NEW 
York.—The bank has mailed the fol- 
lowing notice to its depositors and 
customers: 

“All banks in France, including the 
offices of this company at 4 Place de la 
Concorde, Paris, and 122 Boulevard de 
Strasbourg, Havre, will be closed on 
Saturdays, beginning April 17, 1937. 
Travelers arriving in France on Friday, 
too late to transact banking business, 
should bear the foregoing in mind and 
be sure they are provided with sufficient 
travelers’ checks or cash for their needs 
until the following banking day.” 
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HALF BANK ASSETS IN FOUR 
STATES 


More than half of the banking resources 
of the United States on December 31, 
1936, were concentrated in four states 
—New York, Pennsylvania, Illinois and 
California according to the Federal De- 
posit Insurance Corporation compila- 
tion which has recently been released. 





No Bank Can Afford Not to Own These 
Two Books..... 


Effective Bank Letters 
Bank Letters That Build ; By A. A. Kretschmar 


Business 


Because—they constitute a complete training course, with 
abundant illustration and common-sense analysis, which will appeal 
to and stick in the consciousness of all practical executives and 
department heads; 

—they are indispensable to clerks and secretaries who seek re- 
sponsibility; 

—their content will pull minds out of ruts and awaken a realiza- 
tion that your bank should be writing better letters than it does. 


Effective Bank Letters is the only training service published 
that is likely to improve bank letters. It has for its background 
years of practical experience with bank letter problems as wrestled 
with in all phases, in expert service to metropolitan banks deeming 
it profitable to pay from $50 to $75 a day for individual attention. 
The printed service is available to you in a loose-leaf book (which 
can be circulated in sections), at an investment of only $12. The 
first edition sold for five years at $25 to banks buying from one to 
sixty copies. 


This book was endorsed for Bankers Trust Company of New 
York by Mr. Guy Emerson. Its teaching as released in a forum 
study was emphasized by a former president of The National 
City Bank of New York as “one of the finest things the City 
Bank has ever had.” The educational adviser of Westinghouse 
Electric & Manufacturing Company wrote: 

“T have already read with interest and thoroughness Sections 
3, 4 and 7, which could not have been so well treated by any 
other person of whom I have knowledge in the whole field of 
those engaged in business correspondence. I do not except 
even such talented persons as Stanley, Hotchkiss and Kilduff 
of New York University, Babenroth of Columbia University, 
Weseen of University of Nebraska, and Parke of University of 
Cincinnati, whose penetration of the subtleties of psychology 
as applied to business letter writing is simply that of wizards.” 


Bank Letters That Build Business is a collection of 


carefully constructed letters, for several years held as confidential 
within the banks served, and since made available with their per- 
mission. It will stirnulate effort toward a higher standard in bank 
letter-writing by all who read its wealth of examples in a knowl- 
edge of sound banking practice and sensible solicitation of new 
business. It has received appreciative foreign notice and we quote 
comment from ‘Printers’ Ink’’ of New York: 
“Here is an unusual letter book inasmuch as the contents are 


made up almost entirely of sample letters, classified according 
to their use. . . . A welcome departure.” 


USE THIS COUPON 


BANKERS PUBLISHING CO., 465 Main St., Cambridge, Mass. 


() Send me EFFECTIVE BANK LETTERS (8%x11, 283 pp.). Check enclosed $12. 


() Send me BANK LETTERS THAT BUILD BUSINESS, (842 x11, 334 pp.). Check en- 
closed $5. If desired on 5 days’ approval check here ( ). 


() Send me both books at your combination rate of $15. 





for the Banker 
who wants Information 


on CANADA ... 


the Bank of Montreal possesses— through its nation- 
wide system of branches — unexcelled sources for 
obtaining data on all phases of Canadian business life. 
Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. — CHICAGO: 27 South La Salle St. 
SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St 


Current Conditions in ie ge 


N its monthly business summary Of the actual strikes, the most serious 


dated April 22, the Bank of Mon- 
treal says: 

“While marked activity in industrial 
and mercantile operations has con- 
tinued, the first quarter of the year has 
ended with business conditions in some 
respects unsettled as a result, first, of 
a widespread impression that the United 
States Government contemplated a re- 
duction in the price of gold and, second, 
of labor unrest having spread from the 
United States into Canada. As regards 
gold, official denials, repeated from 
time to time, of any intention to reduce 
the price have not entirely allayed the 
fears of such action and its conse- 
quences, and one effect has been to con- 
tribute to a substantial decline in the 
prices of base metals, which had been 
registering sharp advances. In respect 
to labor unrest, various classes of work- 
ers, notably in automobile plants and 
garment factories, have been affected. 


has been among thé employes of the 
General Motors Corporation of Canada 
at Oshawa, Ontario, and it is at the 
time of writing unsettled. It has re- 
sulted in the shutting down not merely 
of the plants of the General Motors 
Corporation at Oshawa and Windsor, 
but in the complete or partial cessation 
of work at a number of factories which 
produce materials or parts for the auto- 
mobile firms. Happily, the threat of a 
general railway strike has been averted, 
though the cost to both the railway 
systems in wage concessions will be 
heavy. 

“Meanwhile, the upward swing in in- 
dustrial operations has been reflected 
in an expanding volume of business on 
the railways, which is being accent- 
uated at the moment by the opening of 
navigation on the St. Lawrence water- 
way. Up to the week of April 10th, 
the figures of which are the latest avail- 
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able, carloadings had been consistently 
better than in the first quarter of 1936, 
with manufactured products figuring 
prominently in the increase. Railway 
gross earnings are also improving ac- 
cording to the weekly returns, indicat- 
ing continuance of the movement no- 
ticeable in January when gross railway 
revenues stood at $25,140,000, an in- 
crease of $2,906,000. Operating ex- 
penses in the month were up from $21,- 
436,000 to $22,890,000, and operating 
income showed a credit of $1,145,000 
as against a debit of $204,000. 

“Retail trade is now experiencing 
some of the stimulus which always 
comes from the advent of spring and 
the resumption of outdoor activities. 
Merchants report both sales and collec- 
tions to be at a higher level than a year 
ago, when a considerable improvement 
upon the results of 1935 was recorded. 

“In the industrial field the primary 
iron and steel plants, and allied indus- 
tries making durable goods, are busier 
than they have been for years, and in 
some cases difficulty is being ex- 
perienced in filling orders. Furniture 
factories have had their outlook im- 
proved by an increase of their produc- 
tion and the farm implement firms 
expect the farmers, with the encourage- 
ment of higher grain prices, to replace 
worn-out machinery on a larger scale 
than in any recent year.” 





In its April Monthly Commercial 
Letter the Canadian Bank of Commerce 
states that the past month witnessed the 
broadest and strongest industrial ad- 
vance of the present economic revival. 
More than three-fourths of the indus- 
tries whose records were available op- 
erated at 75 per cent. of capacity. It 
is estimated that industrial production 
as a whole is 15 per cent. above March, 
1935. While the first quarter of this 
year has witnessed a decline from the 
annual peak of the preceding quarter, 
an increase of about 25 per cent. in 
value has been maintained. 


Lately there has been a halt in the 
momentum of the advance in commodity 
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prices, but wheat was a marked excep 
tion to this tendency. 

It is noted that in the first month 
of this year the aggregate volume of 
chartered bank credit in Canada, exclu- 
sive of call loans but including loans 
to governments and municipalities and 
holdings of securities, reached in Janu- 
ary last the highest peak on record, 42 
per cent. above 1926 and over 6 per 
cent. above the peak of 1929. Allowing 
for seasonal fluctuations, there has been 
a fairly steady increase in bank credit 
since the latter part of 1934, increases 
of investments in securities, chiefly 
those of the Dominion and Provincial 
Governments, more than offsetting the 
decline in commercial loans, the vol- 
ume of which has already, however, 
begun to show signs of recovery. 





Employment in Canada for the first 
quarter of 1937, as reported last month 
by the Royal Bank of Canada, was at a 
higher level than for any previous year, 
except 1929 and 1930, and if the usual 
trend continues for the summer months, 


it will be greater than for any year 
since 1929, 
© 


BANKS MUST SELL SERVICE 


THE economists state that the outlook 
for the next ten to twenty years is for 
a long period of cheap money. The tre- 
mendous amounts of credit that have 
been created by the Federal Government 
during the past five years makes it al- 
most a certainty that during the next 
ten to twenty years there will be so 
much credit available that interest rates 
will continue at something like their 
present low basis for many years to 
come. This makes it imperative that 
the banks find other ways to earn money 
in addition to the income received from 
interest on investments. The managing 
force must then realize that it is selling 
service as well as ‘credit and that it 
should receive for the sale of its serv- 
ices what it is costing that bank to ren- 
der those services and a profit.—J/. 
Penick, vice-president, W. B. Worthen 
Co., Little Rock, Ark. 
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Good-Will Advertising for ““Hard-to-Reach’ Business 


By MERRILL ANDERSON 
President, The Merrill Anderson Company 


HE banker who reads this article 

is presumably interested in any 

facts which might assist him in his 
own bank. 

Similarly, the business man who 
reads an advertisement is primarily in- 
terested in ways to make more money 
and pui his business on a more solid 
footing. 

It is on this theory—not. by any 
means a unique one—that the Equitable 
Trust Company of Wilmington, Dela- 
ware, bases its current newspaper ad- 
vertising to business and industry. 

The Equitable decided years ago that 
its future lay in commercial banking 
and trust work—with safe deposit as an 
incidental service. Many other banks 
and trust companies find it advisable to 
broaden their base to the utmost— 
adopting mass or “popular” services 
and pushing them strongly. In their 
particular circumstances this is no 
doubt the thing to do; but in a city 
where mutual savings banks serve their 
section of the public excellently, and 
where Morris Plan and other similar 
institutions meet the public’s require- 
ments on small personal loans, it is the 
Equitable’s feeling that it can accom- 
plish more in the long run, with re- 
sultant increase in earnings, by concen- 
trating on other services. Therefore, it 
has no savings department, no personal 
loan department, and no “pay-as-you- 
go” checking accounts. 

The problem of advertising and 
stimulating “popular” business has 
been solved so many times that the 
method is fairly well established. But 
when it comes to reaching business and 
industrial executives, the procedure is 
not always so clear or certain. Results 
are not so rapid. 


A study of the local situation empha- 
sized these facts: 

1. That Delaware, and _ especially 
Wilmington, offer advantages to manu- 
facturers that are little realized, except 
for the tax factor. 

2. That Delawareans themselves are 
not, as a rule, familiar with these ad- 
vantages. 

3. That the compactness of the state 
and its excellent transportation facilities 
make it especially logical for most Dela- 
ware banks and businesses to look to 
Wilmington rather than to cities in 
other states, for constant day-to-day 
cooperation. 

For these and other reasons it seemed 
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The first advertisement of the series 
described in the accompanying article 
explaining how the Equitable Trust 


Company, Wilmington, Delaware, 
sought and attracted “hard-to-reach” 
business. 
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advisable to feature Delaware in the 
Equitable’s institutional advertising— 
although the company neither has, nor 
contemplates, any branches outside of 
Wilmington. 

This advertising has consistently 
been devoted to points about the state 
—not to the Equitable Trust Company. 
It was the company’s belief that good 
will advertising of this nature might 
well bring in more business indirectly, 
over a period of time, than direct ap- 
peals for the commercial business of 
“hard-to-reach” prospects. To date, the 
trend seems to bear out this belief—and 
it is one from which the full effects will 
not be felt for a long time. 

It has been the Equitable’s policy to 
cooperate with other banks—both in 
and out of Delaware—to the greatest 
extent possible in this competitive 
world. It has made a practice, there- 
fore, of soliciting accounts of companies 
which might be considering the estab- 
lishment of plants or offices in Dela- 
ware, through their established banking 
connections in their home cities. Equita- 
ble officers believe that this method 
serves the best interests of all concerned 
more satisfactorily than a direct ap- 
proach. 

Accordingly, the new campaign took 
three forms: 


1. Newspaper advertisements about 
Delaware. 


2. Reprints of these—addressed prin- 
cipally to a list of leading banks in 
various sections of the country, and in- 
cluding some companies with which the 
Equitable already had contact. 

3. Personal calls and letters in re- 
sponse to inquiries. 


The first advertisement of the series 
was, in a sense, a prospectus. See page 
425. 

The second topic was known to be of 
prime importance to all business today: 
taxes. Although Delaware’s low taxa- 
tion is generally familiar to business 
men, the copy explained the reasons 
behind this favorable factor—namely, 
a strong fiscal position and an economi- 
cal record of government. 

The early part of the summer, an ad- 


vertisement appeared on Delaware’s 
recreational and _ vacation facilities, 
headed “They say it’s a restless world 
. . . but not in Delaware.” Next, as 
the agricultural season reached its 
height, an advertisement described the 
state’s important canning industry; and 
in September, as the new school term 
began, another dealt with Delaware’s 
school development program which has 
carried the state from 32nd to 7th place 
among the states of the Union. 


Wilmington’s Marine Terminal was 
the feature of the next advertisement, 
together with its shipping, handling 
and storage facilities. Since tonnage 
had increased 27 per cent. in a year, 
the subject offered ample possibilities. 

In November (when, as it happened, 
labor unrest was getting under way in 
a number of sections) Equitable ran 
the advertisement, “An Honest Day’s 
Work for An Honest Day’s Pay—in 
Delaware”—-stressing the harmonious 
relationships between employers and 
employes in the state, as gauged by the 
rarity and brevity of strikes. 

Then, since Delaware’s banking rec- 
ord during the depression was a re- 
markable one, it was felt that an 
advertisement calling attention to this 
fact would be justified. The copy 
pointed out that the only loss to de- 
positors in the entire state was $28,000, 
and that from only one bank. 


In the first two months of the new 
year, the campaign touched on two of 
Delaware’s advantages that are of 
fundamental interest to manufacturers 
and shippers: fast, economical trans- 
portation facilities throughout the state 
—by rail, water and truck; and Dela- 
ware’s proximity to a wealthy market 
which borders it on three sides. 

All of these, taken in a continuous 
series, give a broad picture of Delaware 
and of some of the advantages it offers 
business and industry. The thought 
was not that any general migration to 
Delaware would ensue, but that since 
many companies in these days of recov- 
ery are building branch plants, estab- 
lishing regional distribution facilities, 
and are looking for the right location, 
it was up to Delaware to present its 
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qualifications as other states present 
theirs . . . and that bankers and indus- 
trialists in other states might well direct 
some of this business to Equitable. Cor- 
respondingly, when its Wilmington cus- 
tomers have occasion to establish plants 
or branches in other sections of the 
country, Equitable takes a reciprocal 
interest in helping them form satisfac- 
tory local banking connections. 
Nowhere in the series was there any 
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mention of the Equitable’s services. The 
company believed that in this instance 
indirect advertising, which would bene- 
fit the state and city, was likely also 
to be of lasting benefit to the bank. 
As for immediate benefits, these are not 
easy to determine; but it is perhaps sig- 
nificant that in 1936, in addition to a 
material increase in loans, deposits of 
Equitable Trust Company increased by 
41 per cent. 


Who's Who in Bank Public Relations 


ARLY in life, Thomas J. Kiphart 

moved from Warren County, Ohio, 

to Cincinnati where he attended 
Cincinnati public and night high 
schools and later, Wilmington (Ohio), 
College. 

In 1919 he became manager of pub- 
licity of the Fifth Third National Bank, 
now the Fifth Third Union Trust Com- 
pany. Prior to that, he spent fourteen 
years in advertising and publishing, the 
latter half of this period as an adver- 


tising and sales manager. 

Active in civic affairs, he established 
a system of canvass during the World 
War still used by the Cincinnati Com- 


munity Chest. During the recent flood 
disaster, he labored hand in glove with 
the Red Cross. 

Mr. Kiphart lives in the Maple 
Heights section of Cincinnati—has one 
son, Ridlon M. Kiphart—boasts of a 
grandson and granddaughter. He says 
his hobby is “sawing wood” and his 
favorite sport is golf, “when I get a 
chance to play.” 

His interest in local affairs is wide- 
spread. He is a director and treasurer 
of The Ohio Humane Society; treasurer 
of the United City and Regional Plan- 
ning Association of Cincinnati; and 
chairman of the Cincinnati Health Edu- 
cation Council. In the business field 
Mr. Kiphart has an equally impressive 
record as a past president of the Cin- 
cimnati Advertisers Club; former vice- 
president of the Associated Advertising 
Clubs of the World (now International 
Advertising Federation) ; past president 
of the local A. I. B. chapter and former 


THOMAS J. KIPHART 
Mr. Kiphart is director of public re- 
lations of the Fifth Third Union 
Trust Company in Cincinnati and 
president of the Financial Advertis- 
ers Association. 


director and treasurer of The Cuvier 
Press Club. Among his current ac- 
tivities is the presidency of the Finan- 
cial Advertisers Association. 


® 


COMPLETE PROGRAM 
A GENERAL, all-round advertising and 
public relations program is being con- 


ducted by the Hadley Falls Trust Com- 
pany, Holyoke, Mass. Included in this 
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program is semi-weekly newspaper ad- 
vertising in the local paper. In con- 
junction with the newspaper advertising 
are both stationary and movable lobby 
display signs, two of the displays being 
electrified and lighted. Newspaper 
copy and the lobby displays are 
changed weekly and present either gen- 
eral advertising or specialized material 
for a certain department. On appro- 
priate occasions, promotional activities 
are coordinated all down the line from 
the newspaper advertising to the blot- 
ters mailed in monthly statements. 


Typical of this bank’s advertising is 
one headed “Better Than Sulphur and 
Molasses.” The copy is as follows: 


A New England hotel advertises that 
most of us need a Spring tonic and sug- 
gests a trip to its oceanside location as 
better than sulphur and molasses. Fine! 
But how about a year ’round tonic? Your 
“Ambition Fund” at the Hadley Falls 
Trust Company! Bank something each 
week and you will not only find it the best 
prescription for health, cheer and happi- 
ness—but you'll also be able to take that 
trip, too! 


On specialized advertising, the bank’s 
messages are short but to the point. 
Take safety deposit boxes as an ex- 
ample. The heading reads, “For Safety 


” 


—Pins and Boxes. 
a letter S with a safety pin, running 
vertically through it, to form a dollar 
sign. The copy: 


When a pin is needed to do a job surely 
and securely, it’s wise to make it a safety- 
pin. 

And when it comes to making sure that 
your important papers and valuables are 
secure from fire and theft, it’s also wise 
to depend upon a Safety-Deposit Box. 


LIMITED APPROPRIATION 


We have received an excellent letter 
from Henry M. Hart, vice-president, 
National Bank of Commerce, San An- 
tonio, Texas. Mr. Hart voices the 
opinions of many bankers in regard to 
advertising and public relations ex- 
penditures. He answers the problem of 
a small appropriation by indicating 


The illustration is 


ways and means of spending that ap- 
propriation more efficiently. As an ad- 
mirable example of how one bank has 
done what it felt it was justified in do- 
ing along promotional lines, we reprint 
part of Mr. Hart’s letter herewith: 


I regret to say that during the past two 
years our bank has had a very limited 
appropriation for advertising and promo- 
tional policies. We have felt that the low 
yield available in the investment of deposit 
money made it inadvisable to spend any 
amount of consequence for the purpose of 
increasing our deposits. What little amount 
we have spent has been without any definite 
program. It has consisted mostly of run- 
ning our statements in the local newspaper 
under Comptroller calls, in occasional good- 
will advertising in local publications of a 
special nature, and in our State Bankers 
Association journal. 

The writer would like to make the ob- 
servation that it is our opinion that banks 
either ought to advertise only in a very 
limited way—somewhat as we have been 
doing—or should set aside an appropriation 
about in keeping with what those who have 
studied the subject have determined to be 
a proper percentage of their deposits and 
formulate a definite program for spending 
that sum. We have been impressed by the 
surveys made by the Financial Advertisers’ 
Association as to both determining a proper 
appropriation and the mediums to be used. 

While not indulging in any extensive ad- 
vertising, we have been maintaining some 
public relations by direct contacts with im- 
portant customers and country banks; we 
also use lobby posters and statement en- 
closures. We are enclosing a couple of the 
latter herewith for whatever value they may 
have to you. 


From this it may be seen that any 
bank, even though it has a small adver- 
tising appropriation, can keep in con- 
tact with its public one way or another. 
It only requires the wish to do so and 
with that desire, inexpensive but satis- 
factory ways of so doing will be found. 
The statement enclosures which Mr. 
Hart mentions covered several useful 
subjects. One of these enclosures offered 
a booklet, prepared by the A. B. A. 
listing forty questions most generally 
asked about banking, and supplying the 
answer to them. Another talked about 
the trust department and the services it 
offered. A third reminded people of 
the value of safe deposit boxes. 
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BRIEFS 


A patty bulletin is sent to all employes 
of the Central National Bank of Cleve- 
land (Ohio). Its object is to widen 
the spirit of service so that service is 
not a chore but rather an expression of 
one person’s honest good-will towards 
another. This bulletin is short— 
usually only two paragraphs long, and 
is written by R. J. Izant, vice-president 
of the bank. Mr. Izant, with a true re- 
porter’s eye, obtains his material by 
spotting human interest in the common- 
place. Grist for his editorials occurs 
to him on the train, in the restaurant, 
the barber shop, or wherever he may be. 
* * * * 


A post-card-sender is J. E. Hammack, 
president of the Springerton State Bank, 
Springerton, Illinois. He pens a post- 
card acknowledging each mailed de- 
posit to his bank and finds that this 
contact is extremely worthwhile. Typi- 
cal note: “Every dollar lodged in this 
township, whether in stores, bank, on 
farms ‘or what have you,’ makes the 
community just that much more pros- 
perous and a better place to live in. 
J. E. H.” 

* * * * 

Right in the heart of London, at 51 
Berkeley Square, a new office of The 
Chase National Bank was opened on 
April 19. Almost in the exact center 
of Piccadilly, Park Lane, Oxford Street 
and Regent Street, it is surrounded by 
fashionable hotels, shopping districts 
and theaters. The Coronation Proces- 
sion will pass almost beneath its por- 
tals. What a place to see the fun! And 
what a grand time to open an office in 
such a location! 

* * % * 


The subtle approach is often the best, 
and with a far vision the Lincoln Na- 
_tional Bank and Trust Company, Syra- 

cuse, N. Y., is boosting its home town 
in its current advertising. The bank 
is confident that the city will expand, 
and accompanying any such expansion 
will be a greater opportunity for the 
bank’s services. One ad amplifies the 
theme that half of the nation’s consum- 
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ers and more than half of the nation’s 
buying power is within a 500 mile 


radius of Syracuse manufacturers. 
* * * * 


A full-page advertisement in four 
colors appeared in 900,000 copies of 
“The American Weekly,” Sunday fea- 
ture magazine of Hearst newspapers 
distributed throughout California. The 
page advertised Bank of America’s 
Timeplan Credit. Down the right hand 
margin, from top to bottom, were listed 
one hundred and one actual reasons 
why men and women borrow under 
Timeplan. How many bankers, we 
wonder, can list an equal number of 
reasons for borrowing under their 
“average-person” loaning systems. Try 
making up such a list, sometime. Here 
are a few of the suggestions made in 
the ad: Purchase engagement ring; Get 
married; Finance honeymoon; Blessed 
event; Pay hospital bill; Pay rent; 
Consolidate old debts; Buy house; Send 
children to school; Pay taxes; Funeral 
expenses. 

* * * 

A graph of business activity in Louis- 
ville, Kentucky, compared with a graph 
showing business activity in the United 
States as a whole was published in 
Louisville newspapers as an_ eight- 
column advertisement of the First Na- 
tional Bank of that city. The graph 
shows that Louisville benefited from 
war activity (1919) more than the 
country as a whole; from 1921 to 1926 
business growth was about equal to the 
average; from 1927-1929 the city did’ 
not reach boom peaks: as’ did the rest 
of the country; the city reached depres- 
sion lows at the end of 1930, or sooner 
than the rest of the country; following 
1933 the city has had a better trade in 
relation to the 1920-24 base than has 
the balance of the United States. The 
hank plans to publish the first post- 
flood figures as soon as computations 
are completed. : 

* * * * 


“THE KING IS DEAD—LONG LIVE 
THE KING” heads an ad of the First 
National Bank, Spring Valley, N. Y. 
The theme of the ad is that F. H. A. 
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modernization loans are dead, due to 
the expiration of Title 1 of the National 
Housing Act, but Property Moderniza- 
tion Loans will. go on just the same at 


the bank. 


* ub * * 


Alabama ranks today as the nation’s 
greatest cast iron pipe producing dis- 
trict, accounting for approximately one 
half of the country’s output of this 
product. This fact forms the substance 
of a recent advertisement from the 
Birmingham Trust and Savings Com- 
pany, one of a series relative to the 
basic industries of the state. 


* * * * 


Some unusual copy is found in a 
folder received from the Pascagoula 
National Bank, Pascagoula and Moss 
Point. Mississippi. It’s about “Mules 
and Men” and says: 


An overloaded mule 
under his burden. 

An overloaded man is no different—when 
he piles too much of a financial burden on 
his back he breaks. 

Financial debts are no disgrace. Bor- 
rowed money for legitimate purpose is 
sound business—provided one is always, 
absolutely, dead-sure he can meet both prin- 
cipal and interest. 

Wisest are mules and men who know 
how much they can tote and still trot. 


soon breaks down 


The folder is four pages—page one 
being illustration and heading “Over- 
loading.” The above is from page four. 
The two inside pages expand the theme 
and this message is signed by the bank’s 
president, W. B. Herring. 


* * * * 


“The Book of the Week,” states the 
heading. Says the copy, “A book that 
gives you a feeling of independence. 
. . . A book that frees you from finan- 
cial worry. . . . A book that protects 
you against unforeseen difficulties. . 

A book that makes opportunities ac- 
ceptable. A book that grows in value 

. is a mighty good book to have. 
Get your copy now and make it your 
‘book of the week’ by having recorded 
in it every week a part of your earn- 
ings.” The illustration shows that this 
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remarkable book is a pass book in the 
savings department of The American 


National Bank, Nashville, Tenn. 


* * * * 


The McDowell National Bank, 
Sharon, Pa., publishes its March 4, 
1937, statement in a rather unique 
fashion. The statement is condensed, 
but along with it are published the 
statements of condition of March 4, 
1936; March 4, 1935; March 5, 1934 
and March 4, 1933. During that time, 
demand deposits have grown from 
$1,476,894 to $2,592,597; time deposits 
from $3,425,294 to $4,314,782. 


© 


BALANCED BUDGET NEEDED 


THE most significant feature of the 
Treasury’s current position is not that 
receipts have fallen below expectations 
but that the increase in receipts has 
been offset by an even greater rise in 
expenditures, together with the fact that 
no real determination to balance the 
budget has yet been shown. The 
President’s letter of April 13 and his 
message of April 20 seem to indicate 
a realization of the need of gaining 
greater control over the general ex- 
penditures, as well as of the relief ex- 
penditures, of the Government; and it 
is to be hopen that they mark the be- 
ginning of a more determined campaign 
than has yet been made to bring about 
& fundamental change in the position 
of the Treasury. The situation now 
calls not for stimulation but for re- 
straint, and the first step in effective 
restraint must be a balanced budget.— 
“The Guaranty Survey,” published by 
the Guaranty Trust Company of New 
York. 


DANGERS OF CHEAP MONEY 


CHEAP money is the most dangerous 
intoxicant known to economic life, es- 
pecially if it be prolonged through 
many years—Dr. Benjamin  Ander- 
son, Jr. 





BOOKS FOR BANKERS 


CAREERS AFTER Forty. 
Pitkin. New York: 
$1.75. 


Lire begins at forty, Mr. Pitkin has 
argued in his earlier, phenomenally 
popular book of that title, which has 
had a tremendous influence and con- 
tributed a new maxim to our contem- 
porary expression. In this sequel to the 
famous “Life Begins at Forty,” he tells 
specifically how life may begin, indeed 
how it has begun for many people who, 
either through necessity or because of 
dissatisfaction with their former occu- 
pations, have faced the problem of find- 
ing new careers at forty or later. The 
story he has to tell is inspiring, but 
not because he makes it seem more op- 
timistic than it really is. Actually, he 
shows, while economists have been be- 
wailing the decreasing chances for em- 
ployment of men and women of middle 
age in industry, changes have been oc- 
curring in other fields—and even in in- 
dustry itself—which open up _ new 
opportunities for older men and women. 


By Walter B. 
McGraw-Hill. 


Mr. Pitkin has sought out these oppor- 
tunities through hundreds of interviews 
with people all over the United States, 
through consultations with occupational 
directors in all fields, business men, 


and others. He now presents his find- 
ings with his usual excellent common 
sense, sharp and stimulating observa- 
tions, originality of phrase, and infec- 
tious enthusiasm. Like “Life Begirs at 
Forty,” “Careers After Forty” is a book 
not only for forty-year-olds, but for 
every man and woman who must earn 
a living—from sixteen to sixty! 

The author is Professor of Journal- 
ism at Columbia University. His pre- 
vious books include “The Art of Learn- 
ing” and “The Art of Rapid Reading.” 


Tue SourH AMERICAN HANDBOOK. 
1937. New York: H. W. Wilson 
Company. 1x-655 pp. Price $1. 

THe South American Handbook, of 

which the fourteenth edition has just 

appeared, is a comprehensive, compact, 
and thoroughly up-to-date annual com- 
pendium of general information about 


Latin America. Its 600 pages are 
packed with information about the gov- 
ernments, constitution, agricultural and 
mineral resources, coinage, transport, 
postal and other services of the 22 re- 
publics stretching from Mexico to 
Tierra del Fuego. Each republic is 
dealt with individually, but there are 
systematic summaries of the air, rail- 
way, steamship and banking facilities 
of the whole continent, with separate 
sections devoted to sport, general prod- 
ucts, and literature. Neatly printed, 
furnished with a number of good maps, 
and handy in size, it is at once the busi- 
ness man’s directory, the _traveler’s 
handbook, the investor’s companion and 
the student’s manual. 

The South American Handbook has 
always been readable. It has never 
been a stodgy aggregate of facts. The 
tendency, year by year, is to increase 
the “human interest” of the book by 
vivid descriptions of places and people. 
The twenty pages added to the book 
this year deal almost entirely with mat- 
ter of interest to the tourist or traveler 
for pleasure. 


GRENZEN DES STAATSKREDITS. 
Karl Burkheiser. Berlin: 
Verlag, 1937, Pp. 102. 


Tuis little book is an interesting dis- 
cussion from the standpoint of a con- 
temporary German of the question of 
the limits of the use of the credit of the 
state. 

After a brief introduction, the author 
takes up the question of the new 
theories in regard to governmental 
finance as an answer to the classical 
theories in regard to such matters. He 
discusses the idea that a managed econ- 
omy presents a better means of dealing 
with the situation which has developed 
in recent years than are the concepts 
which have been commonly held. On 
this basis he analyzes the classical 
theory, the meaning of economic equi- 
librium, the inertia in economic affairs, 
the first steps in the development of a 
crisis, the next steps and the depths of 
a depression. 


By Dr. 
Bank- 
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He next takes up the pressure which 
grows up to compel the state to invest 
funds in various ways and the change 
in regard to the thinking about such 
questions which has taken place in re- 
cent years. From here he departs to 
the topic of the double function of 
bank-notes, superliquidity and the con- 
solidation of debts. He then treats the 
question of prices as a factor in setting 
the limits on the use of governmental 
credit, rising and inflationary prices 
and compensatory prices. In a some- 
what similar manner he discusses the 
effect of bank paper on government 
credit. Finally he takes up general 
financial questions as limiting factors. 
He concludes with a consideration of 
competition between government secu- 
rities and private issues in the invest- 
ment market. 

While conditions and the experiences 
in Germany which form the basis for 
the discussion in this book are quite 
different in many respects from those 
in this country, the book has interest 
for readers here for the present trend 
in Government financing is rather un- 
certain and it may be well to ask 
whether the time will not come when 
our country may not try some even 
more radical experiments in the future 
than it has tried in the past few years. 


THE Osjgective RATE PLAN FoR ReE- 
DUCING THE Price QF RESIDENTIAL 
Evectricity. By William F. Ken- 
nedy. New York: Columbia: Univer- 
sity Press. $1.25. 


THE objective rate plan is one of the 
most important developments in recent 
times in public utility rate making. It 
has been applied to residential gas serv- 
ice and commercial electric service, and 
one company has used it for its street 
lighting service. But its most common 
application has been in the field of resi- 
dential electric service. 

The first objective rate plan for resi- 
dential electric service was introduced 
on October 1, 1933, by the Alabama 
Power Company, a subsidiary of the 
Commonwealth and Southern Corpora- 
tion. Since then fifty-six other electric 
companies in thirty-three states have 
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adopted residential schedules based on 
the principles of this plan. The plan 
has attracted nation-wide attention and 
has received the approval of a number 
of state regulatory commissions. 

In this present study Mr. Kennedy 
clearly sets forth the history of the ob- 
jective rate plan, the reasons for its 
adoption and the results obtained. The 
data which he has gathered show the 
effects of the introduction of this plan 
on the actual operations of several com- 
panies. This is the only book com- 
pletely describing the plan’s history, 
application and results. It should be 
a matter of interest not only to the elec- 
tric utility industry but to all regu- 
latory bodies and to those interested in 
the general economics of price fixing. 


THINK FOR YourRSELF. By Robert P. 
Crawford. New York: McGraw-Hill. 
$2.50. 


Tuis book is a discussion of the tech- 
nique of constructive thinking. The 
author believes that the average person 
can improve his ability to think and 
his power to solve problems by fully 
25 per cent. He tells the reader how 
to think for himself by showing what 
the thinking process is, how outstand- 
ing success in thinking has been ac- 
complished in the past and what means 
and procedures to use in_ thinking 
creatively and originally. This is a 
stimulating, reasonable and valuable 
book for every intelligent person. 


Gornc To Make a _ SPEECH? By 
E. St. Elmo Lewis. New York: Ron- 
ald Press. $3.00. 


ALTHOUGH this book gives a great deal 
of solid instruction, this instruction is 
presented in an unusually entertaining 


and witty fashion. It contains scores 
of anecdotes from experiences of the 
author and other speakers; there are 
extracts from many speeches—each 
driving home the particular point un- 
der discussion. 

The author, who is one of the best 
known business speakers in the country, 
does not lay too much stress on the 
technique of delivery believing that the 
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average audience “will remember what 
you said long after it forgets how you 
said it.” 

This book gives the would-be speech- 
maker countless suggestions on what to 
do, how to do it and how to be more 
effective on the platform. It is a prac- 
tical guide which the reader can follow 
to fortify himself against failure in 
every situation which he may have to 
meet, 

The banker who can make an effec- 
tive speech makes a sound contribution 
to better public relations. This book 
is recommended to those who would im- 
prove their efforts along these lines. 


THE SUPREME Court ISSUE AND THE 
ConstiITUTION. Edited by William 
R. Barnes and A. W. Littlefield. New 
York: Barnes & Noble, Inc. $1 cloth. 
75 cents paper. 


Tuis book is planned to give a digest 
of essential information about the 
Supreme Court issue in order to permit 
the reader to form his own opinion. In 
addition to comments by distinguished 
men both pro and con, this book con- 
tains the President’s message on the 
Judiciary; the proposed Act; short 
biographies with original. pen sketches 
of all members of the present Court; 
notes, charts, tables, cartoons; a digest 
of all Supreme Court decisions in- 
validating Federal legislation, and the 
complete text of the Constitution’ of the 
United States. 


CHANGEs IN BANK EarninG ASSETs. By 
the Economic Policy Commission of 
the American Banking Association. 
New York: American Bankers Asso- 
ciation, 1936. Pp. 52. 50 cents. 

Tuts little pamphlet, the introduction 

to which was written by Col. Leonard 

P. Ayres and the text of which was pre- 

pared by Gurden Edwards, secretary 

of the commission, is one of the most 
significant and enlightening of the 
pamphlets which have been issued by 
the American Bankers Association in 
recent years. The changing character 
of bank assets is in part the result and 
in part the cause of many of the per- 
plexing business and economic -prob- 
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lems with which the country has been 
confronted during the past decade. 

The analysis of banking earning as- 
sets from 1923 to 1929 shows that 
whereas in 1923, over 70 per cent. of 
the total loans of commercial banks 
consisted of commercial credits, in 1929 
these same type of loan made up only 


. about 53 per cent. of the total credits 


extended by this class of banks. Such 
a change as this modifies radically the 
nature of the problem with which a 
commercial bank is confronted. 


If real estate loans, collateral loans 
and investments are grouped together 
—loans which are based on asset values 
rather than on commercial transactions 
—it will be found that commercial 
loans in 1929 represented only 39 per 
cent. of the total earning assets of the 
banks as against 51 per cent. in 1923. 
The liquidity of the banks suffered in 
consequence. Commercial loans issued 
to facilitate current transactions are, by 
nature, self-liquidating.. The goods 
which are purchased or manufactured 
with the funds thus provided can be 
sold even if the prices are such as to 
yield no profit or even cause a loss to 
the borrower. As recent years have 
definitely proved, loans based on the 
capital assets of the borrower, while 
shiftable without difficulty during nor- 
mal times, immediately become frozen 
as soon as a period of financial strin- 
gency sets in. Banks today, therefore, 
are decidedly less liquid than they were 
a dozen years ago. 


This change in the character of the 
earning assets of banks is as much re- 
sult of the wishes of the bankers as it 
is of the changing nature of business 
transactions. Industry from 1923 to 
1929 financed itself more and more by 
the flotation of bond and later of stock 
issues. Capital was also obtained by 
retaining part of the annual earnings 
in the business and the speeding up of 
delivery service and technical improve- 
ments all joined together to make it 
less necessary for industry as a whole 
to depend upon banks for commercial 
credit. : 

Another problem which 


confronts 
the banker is the lower rate of return 
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which he now obtains on all classes of 
assets as compared with eight to ten 
years ago. Prime commercial paper 
which yielded better than 54% per cent. 
in 1929, in 1935 yielded only %4 per 
cent.; stock market loans brought in 
only a little more than 4 per cent. as 
against better than 744 per cent. in 
1929; high grade bonds gave a return 
in 1935 of a little more than 4% per 
cent., whereas in 1929 it was about 
514 per cent. and in 1932 was over 6°4 
per cent. and in 1936 it was lower than 
in 1935. How is the banker to pay 
operating expenses, obtain even a mini- 
mum return on his capital, and protect 
the interests of the depositors when the 
bank income is no higher than it is? 

The facts outlined above are but a 
few of the facts in regard to the earn- 
ing assets of banks that are developed 
in the pamphlet in hand. The commis- 
sion which has prepared this material 
does not endeavor to solve the prob- 
lems which have been revealed by their 
investigation, but they do present facts 
which should aid the banker in solving 
his own problem by acquainting him 
with what has transpired. 


- INVESTMENT BaNnkING (Revised Edi- 
tion). By H. Parker Willis and 
Jules I. Bogen. New York: Harper & 
Bros., 1936. Pp. xiv-667. Price 
$5.00. 


THERE are occasionally books which 
are so complete and authoritative that 
they dominate the field which they dis- 
cuss. The present volume is one of that 
type. 

The first edition appeared in the lat- 
ter part of 1929. Since that year, in- 
vestment banking has undergone very 
radical changes in many respects. It 
would seem as though this period of 
change had been largely completed and 
_ that for a few years to come investment 
banking would experience a time of 
consolidation and stabilization. It is 
appropriate, therefore, that this revised 
edition should appear at the present 
time. 

The organization of this revised edi- 
tion follows the same general plan as 
‘ that employed in the first edition. It 
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is divided into three major sections: 
Investment banking institutions, the 
theory of investment banking and in- 
vestment banking practice. Each of 
these fields is covered thoroughly. 

Part of the new material is scattered 
through the volume and a part of it is 
found in the appendices. At appro- 
priate places the effect of the Securities 
Act of 1933 as amended, the Securities 
Exchange Act of 1934 as amended, 
various regulations issued by the Fed- 
eral Reserve Board affecting securities 
are discussed. These several acts and 
regulations are included in the appen- 
dix at the end of the book. The work 
of the Reconstruction Finance Cor- 
poration, the Home Owners’ Loan Cor- 
poration and other organizations that 
came into existence during the past few 
years are also examined in so far as 
their activities have a bearing on the 
major theme of the book. Additional 
material is appended to certain chap- 
ters when it appertains to them alone. 
A copy of an actual underwriting agree- 
ment, for example, follows the chapter 
on the “Negotiation and Purchase of 
New Securities.” 

For the banker who is interested in 
the marketing of securities, this revised 
edition of the standard work on the 
subject should be invaluable. 


Economic History OF THE UNITED 
States (Revised Edition). By Har- 
old Underwood Faulkner. New York: 
The Macmillan Co., 1937. Pp. xv- 
319. Price $1.50. 


Tuis little volume is a revised edition 
of a history of the economic develop- 
ment of the United States. It has been 
prepared for the person not possessed 
with an extended academic background 
and who does not have a wide acquaint- 
ance with history. It is written, there- 
fore, in an easy, readable style. On 
the other hand, its treatment of its sub- 
ject is rather superficial in character. 
Each chapter is provided with a help- 
ful list of suggested reading that should 
aid any reader who wishes to pursue 
farther than this volume permits the 
study of any particular phase of the 
history of the United States. It may be 
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recommended, therefore, to those who 
wish to make the acquaintance of the 
subject in question. 


MERCANTILE Crepit. By W. H. Steiner. 
Longmans Green & Co., 1936. Price 
$1.00. 


THE author, a leading authority in this 
field, has prepared a volume giving un- 
usual treatment to the many phases of 
credits and collections. Credit depart- 
ment organization, sources of informa- 
tion (which are illustrated by forms 
and specimen agency reports), and con- 
struction and analysis of financial state- 
ments are covered in detail. Especially 
well presented is the setting of the risk 
against the background of external fac- 
tors. Similarly, discussion relating to 
the fixing of credit limits and framing 
of credit policy, in reference both to 
classes of risks and terms of sale, is 
expounded clearly. Collections, rang- 
ing from simple appeal through bank- 
ruptcy, are included, as is a discussion 
of retail and installment credit. 

Frequent practical illustrations assist 
in interpreting the field to both novice 
and expert. The book is thoroughly 
up to date and should prove of great 
value to those who would understand 
the credit practice of the modern busi- 
ness world. 

The volume is one of the first in a 
new series—American Business Funda- 
mentals, edited by Dean J. H. Moore 
of the City College Business School. 
The distinctive feature of each of the 
series is that within 250 pages a prac- 
tical text treating all the leading phases 
of the subjects is presented. 


WRITTEN COMMUNICATION IN BUSINESS. 
By Edward A. Duddy and Martin J. 
Freeman. New York: American 


Book Co., 1936. Pp. viii-527. Price 
$3.50. 


Tuts book is very definitely a textbook 
for students in schools of business. It 
has possibilities of use to the business 
man who is confronted with problems 
of communication in his business and 
who is not familiar with the basic prin- 
ciples involved. While dealing with 


co:nmercial and industrial corporations 
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rather than with banking, some illus- 
trations are taken from the field of 
banking. Moreover, the fundamental 
procedure is alike in all types of busi- 
ness. 

The book is divided into three parts. 
The first discusses the various ways that 
written communications may be con- 
veyed beginning with the various sym- , 
bols that may be used and continuing 
with a description of the postal service, 
the telegraph, printing, etc., as well as 
the obvious letter. The second part is. 
entitled: The Technique of Communi- 
cation Forms. The preparation which 
a writer of business communications 
should have is outlined, the sources of 
material to use is outlined and then a 
lengthy presentation is made of the 
composition of the major types of busi- 
ness communications. This includes 
not only various kinds of letters, but 
also telegrams, cablegrams, orders, bul- 
letins, administrative memoranda, di- 
gests, reports, news items, business ar- 
ticles, publicity articles, public letters, 
advertising material and booklets and 
folders. The third section discusses 
the uses of these various types of busi- 
ness communications in the different 
functions of a business: selling, pur- 
chasing, production, personnel admin- 
istration, public relations and finance. 

Illustrative material is freely em- 
ployed throughout the book and in the 
appendix is included a sample of an. 
abstract and the text of the article ab- 
stracted, a detailed outline of a report. 
and a sample report. 


THE GOVERNMENT’s HAND IN BUSINESS. 
By Murray G. Lee. New York: Baker, 
Voorhis & Co., 1937. Pp. 1i-451. 
Price $5.00. 


THis interesting book to which a fore- 
word has been written by the Honorable: 
James W. Gerard is one of those which 
is both timely and thorough. At no- 
time in the history of the United States 
has the Federal Government ever taken 
such an active part in the business life 
of the nation. Bankers and business 
men alike are vitally interested and 
often sadly concerned over the present 
trend and ask themselves when and 
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where it is likely to stop. This book 
does not propose to answer these ques- 
tions but it does undertake to examine 
the limitations established by the Con- 
stitution to the exercise of authority by 
the Government in Washington in this 
field. 

The book is divided into two main 
sections: the first devoted to a discussion 
of the place of the National Govern- 
ment in the Federal system, and the 
second to the place of the states in the 
same system. In the first section are 
treated such topics as the definition of 
interstate commerce, the effect of intra- 
State acts on interstate commerce, the 
exclusion of persons or commodities 
from interstate commerce, the commerce 
clause and the national police power, 
the taxing power, the spending power, 
the postal power, and the power of the 
United States to dispose of its property. 
In the second section such subjects as 
the states and the commerce power, the 
control of imports into a state from an- 
other state, the control of production 
and exports and the twilight zone be- 
tween state and Federal control are dis- 
cussed. 

The reader at once recognizes that 
these topics cover the field in which 
some of the most important decisions 
of the Supreme Court have been handed 
down in the past few years. Here we 
find the Schechter case which doomed 
the NRA. Here also is the Butler case 
which marked the end of the AAA and 
a number of other cases which are hav- 
ing scarcely less influence on the busi- 
ness life of the nation. 

The author calls attention to the fact 
that most constitutional law is judge- 
made law and that the Supreme Court 
has never taken its own decisions too 
seriously. As this was written before 
the Supreme Court handed down its 
recent decision in the Oregon minimum 
wage case, it may be observed that the 
author has received recent support for 
this point of view. 

The book is written primarily for 
lawyers. On the other hand, the author 
has succeeded in preparing a book that 
is quite within the compass of the in- 
telligent layman. He says: “At times 
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we shall be using the method of ortho- 
dox constitutional exegesis and consider- 
ing the cases analytically from the 
standpoint of their logical consistency, 
their ‘outer connection.’ At other times 
we shall be considering their historical 
development; and at still others we 
shall be discussing them philosophically 
and finding our critique, not in the law 
itself, but outside the law in the world 
of men in which the law must function.” 
Certainly the author’s point of view is 
independent for while in general he 
supports the position which the Supreme 
Court has taken there are occasions 
when he takes an entirely different at- 
titude and condemns their decisions, 
notably in the Butler and the Carter 
cases. As an aid to the members of 
the bar who may use this book, the 
author has very fully annotated it with 
references to cases. 

In view of the present status of the 
proposal to pack the Supreme Court, 
this book has an interest due to its 
timeliness. It is so scholarly and 


thorough in character that it is likely 


to be regarded as having permanent 
value. 


Stump AHEAD IN Bonps. By L. L. B. 
Angas. New York: Somerset Pub- 
lishing Co., 1937. Pp. 58. Price 
$1.00. 


Major Ancas’ theory is that a slump 
in the price of the better grade bonds 
will take place in the not far distant. 
future. The outline of his argument as 
given at the beginning of this pamphlet 
is as follows: 


“1. The Roosevelt Administration 
primed revival by inflating the bank 
credit currency of America. 

“2. Mr. Roosevelt was aware that 
when the artificial ‘priming of the 
pump’ had caught, it would subse- 
quently be necessary to put on the 


brakes. Hence the precaution of the 
Banking Act of 1935. 


“3. The time is now approaching 
when the brakes must be put on, in or 
der to prevent a wild inflation occurring’ 
as a result of a rapidly reviving ‘ve 
locity’ of money.’ 








*4. A mere reduction of excess re- 
serves will not be enough. Positive de- 
lation of the recently inflated bank 
credit currency will be necessary. 

“5. Almost every means of ‘arti- 
ficially’ deflating bank credit currency 
entails dearer money. 

“6. The ‘natural’ industrial demand 
for loan money is also increasing. 

“7. These two factors, i.e., ‘artifi- 
cially restricted supply’ and ‘naturally 
increasing demand’ will jointly cause a 
fall in the bond market; and a shock 
to common stocks as well.” 


Much of what Major Angas says is 
what is already well known to every 
intelligent banker and _ student of 
finance; most of the remainder of the 
pamphlet is a discussion of what he 
(Major Angas) thinks that President 
Roosevelt, Mr. Eccles and Mr. Morgen- 
thau are likely to do. Probably his 
guess is as good as that of anybody 
else. In so far as he stresses the im- 
portance of the thoughts and plans of 
these men on the money market and 
the price of securities, he is in all prob- 
ability right. The question is—to what 
extent does he present an accurate fore- 
cast of what they are likely to do. 


Major Angas feels that economic 
forces will make it necessary for the 
political authorities to put on _ the 
brakes to check the impending boom, 
and he is convinced that they will have 
both the wisdom and the courage to 
do this at the proper time. He has not, 
however, satisfactorily answered the 
question of how President Roosevelt is 
going to get sufficient funds to carry his 
various schemes into effect without fur- 
ther borrowing; or if he is able to solve 
this problem how he is going to be able 
to convert the tremendous amount of 
outstanding short-term debt into long- 
term bonds thus making it possible for 
him to disregard the trend in interest 
rates, 


Bankers should find this pamphlet in- 


teresting and stimulating for it. will- 


undoubtedly challenge some of their 
present concepts and make it necessary 
for them to take account of reasons for 
their several beliefs, but they will not 
find it particularly informative. 
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Bic Business: Its GRowTH AND ITs 
Piace. Prepared under the auspices 
of the Corporation Survey Committee 
of the Twentieth Century Fund, Inc. 
New York: Twentieth Century Fund, 
Inc., 1937. Pp. xv-102. Price $1.35. 


It is stated that this little book is the 
first of a series in which it is proposed 
to summarize the results of a study of 
what is popularly known as “big busi- 
ness.” The attempt is made in this vol- 
ume to put “big business” in its proper 
place against the background of Ameri- 
can economic life. The book claims 
to be purely factual, the conclusions 
which are drawn being factual. in char- 
acter. 

After an opening historical survey, 
the major part of the remainder of the 
book is given over to a consideration 
of “concentrations’”—concentrations of 
operating units, concentrations of cor- 
porate wealth, concentrations of corpo- 
rate income, concentrations in banking, 
and concentrations in total national in- 
come produced. 

The results of these studies reveal 
two sharply contrasting pictures, as is 
shown in the following paragraphs from 
the last chapter: 

“Taking the broadest view, it can be 
truthfully said that 81 per cent. of all 
American economic activity is carried 
on by small and medium corporations, 
by firms which are not incorporated or 
by individuals. More than two-fifths of 
ihe entire business activity in the 
United States is not in corporate hands 
at all—much less in the grip of giants. 
Of the total national income produced, 
the corporations with $50-million-or- 
more assets produced only 18.4 per 
cent. in 1933. From this point of view 
the large corporation sinks into rela- 
tive insignificance. 

“By concentrating attention only on 
that particular 57 per cent. of our eco- 
nomic life which is carried on by cor- 
porations, it can just as truthfully. be 
said that 594 corporations out of the 
504,080 that existed in the United States 
in 1933—or one-tenth of one per cent. 
—own more than half the assets of all 
corporations put together. Or to put it 
another way, 95 per cent. of all the 
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corporations in the United States own 
slightly more than 14 per cent. of all 
the corporate assets. This sounds as if 
‘American business were completely 
dominated by big business.” 

The answer to this apparent discrep- 
ancy lies in the fact. in some forms of 
economic activity—notably agriculture, 
construction,, services: professional, 
amusement, etc., and miscellaneous— 
only a relatively small proportion is 
carried on under the corporate form. 
In transportation and other forms of 
public — utilities, manufacturing, and 
mining, on the other hand, 85 or more 
per cent. is in the hands of corpora- 
tions. 

One minor but nevertheless very _in- 
teresting detail which appears from a 
consideration uf the figures presented 
is the fact that, among the large cor- 
porations, bankruptcy has been much 
more frequent among the railroads and 
public utilities both of which are sub- 
ject to stringent Government regulation 
than among industrial corporations. 
Whether there is any causal relation- 


ship existing may be left to the reader’s 
personal judgment. 


A CLASSIFICATION OF BUSINESS LITERA- 
TURE. Prepared by the Library of the 
Harvard University Graduate School 
of Business Administration. New 
York: The H. W. Wilson Co., 1937. 
Pp. xv-348. Price $5.00. 


THE literature in the field of business 
has grown by leaps and bounds in re- 
cent years, creating a real problem in 
classification. Fortunately, the Harvard 
University Graduate School of Business 
Administration has appreciated the im- 
portance of this problem and for a num- 
ber of years has been working on a 
solution. Fortunately, also, this school 
possesses a fine proving ground in its 
own library where it has had an oppor- 
tunity to test its ideas in classification. 
The results are now presented for the 
use of all in this volume. 

The classification has been divided 
into three main sections: a subject 
analysis, an industries list and a local 
or geographical list. These three lists 
can be combined so that it is possible 
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to divide material on a given subject 
according to the industries to which it 
relates or according to geography. The 
classification is broad in its scope for 
it has been appreciated that business 
is a very broad and inclusive field. The 
classification, therefore, provides for 
such subjects as economics’ and _ tech- 
nology, parts of which are of great im- 
portance and significance to the busi- 
ness man. 

There are probably no banks or busi- 
ness houses. which would have the oc- 
casion to use this classification in its 
entirety, but it is quite possible that 
this book would serve as a very useful 
guide in developing a classification 
adapted to the needs of a smaller busi- 
ness library. 


A NEW MAGAZINE FOR MEN 


A NEW magazine titled “Bachelor” ap- 
pears on the newsstands beginning with 
the April issue. It is 934 x 13 in size 
and sells for 35 cents a copy or $3.50 
a year. In the first issue its scope and 
aims are described by the publishers as 
follows: 

“A visual expression of contempo- 
rary thought—mirroring the varied in- 
terests of the discerning cosmopolite, 
in society as well as in business or 
profession, in politics as well as in 
sport or the theater—in adventure as 
well as in the arts and sciences. Our 
aim is to present these observations 
with sympathy, dignity and a leavening 
amount of humor.” 


NEW BLUE BOOK IS OUT 
THE first 1937 edition of Rand McNally 


Bankers Directory is on the market and 
is priced at $15. Every page in the 
First 1937 Blue Book—the 122d edi- 
tion—has been completely revised— 
latest information obtainable about the 
banks of the world, including latest 
officer and director lists, dated state- 
ment of condition, new banks, mergers, 
consolidations, discontinued banks— 
every change that has occurred in the 
banking field in the past six months. 

The selected list of investment deal- 
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ers is considerably augmented. in_this 
edition. The bank-recommended _at- 
torney section,-completely revised, and 


the wealth of additional bank informa- ° 


tion in the first 1937 edition makes this 


2378-page book of increasing value to 


bankers. . 


© 


CONTRADICTORY FORCES IN 
GOVERNMENT FINANCE 


THERE is an underlying contradiction 
involved in the joint process of borrow- 
ing and spending money on the one 
hand and of trying to prevent over- 
expansion of credit on the other. The 
spending of money borrowed from the 
banks increases bank deposits and re- 
serve requirements are raised to pre- 
vent overexpansion. The creation of 


additional bank deposits by this bor- 


rowing and spending process, without, 


a corresponding increase in the volume 
of output of commodities, threatens to 
raise prices, attracts foreign capital to 
this country, and swells bank reserves; 
and incoming gold is sterilized to check 
the movement. The increase in reserve 
requirements causes interest rates to 
rise; Government security prices fall, 
and excess reserves are increased again 
by open-market operations to support 
the bond market. 

Fundamentally, the difficulty arises 
from the fact that an effort is being 
made to undo with one hand what is 
being done with the other. Borrowing 
and spending by the Government in- 
crease bank deposits, and purchases of 
Government securities by the Federal 
Reserve banks increase member bank 
reserves. At the same time, increasing 
reserve requirements reduces excess re- 
serves, while gold sterilization prevents 
incoming gold from increasing those re- 
serves. The whole situation illustrates 
the difficulty of bringing about certain 
changes in financial conditions without 
incurring the natural consequences of 


New Besienss for the 


Trust- Department 
By T. T. WELDON 


. A complete treatise on the adver- 
tising problems of the trust 
department 


Price $5.00 
BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 


those changes.—“The Guaranty Sur- 
vey,” published by the Guaranty Trust 
Company of New York. 


GENERAL MOTORS EARNINGS 


NeT earnings of General Motors Cor- 
poration applicable to the common 
stock for the first quarter ended March 
31, 1937, were equivalent to 99 cents 
per share on the average common shares 
outstanding during this quarter. This 
compares with earnings of $1.17 per 
share for the first quarter ended March 
31, 1936. ° 

Commenting on these figures Presi- 
dent Alfred P. Sloan, Jr., said: 

“It will be recognized by all that 
the operating results for the quarter un- 
der review were importantly affected by 
the almost complete stoppage of manu- 
facturing for nearly half the period..- 
That being the case, it is interesting to- 
observe that the organization was able: 
to control expense and to resume manu- 
facturing when permitted to do so, with 
the result that the decline in earnings 
was limited to a reduction of approxi- 
mately 15 per cent., as compared with 
the corresponding quarter of the pre- 
vious year. Dollar sales were substan- 
tially equalled, and the output of motor 
cars—the corporation’s principal prod- 
uct—for the month of March established 
a new record for all time.” 





IN THE MONTH'S NEWS 


Convention Dates 
STATE AND SECTIONAL 


May 4-5—Arkansas Bankers Associa- 
tion. Hotel Marion, Little Rock. 
May 4-5—South Carolina Bankers As- 
sociation. Hotel Francis. Marion, 

Charleston. 

May 5-6—Indiana Bankers Association. 
Claypool Hotel, Indianapolis, 

May 6—New Jersey Savings Banks As- 
sociation. Montclair Golf Club, 
Montclair. 

May 6-7—North Carolina Bankers As- 
sociation. Carolina Hotel, Pinehurst, 
N.C, 

May 6-7—Oklahoma Bankers Associa- 
tion. Biltmore Hotel, Oklahoma City. 

May 10-12—Missouri Bankers Associa- 
tion. Hotel Jefferson, St. Louis. 

May 11-12—Tennessee Bankers Associa- 
tion. Nashville. 

May 12-14—California Bankers Asso- 
ciation. The Huntington, Pasadena. 

May 12-14—Kansas Bankers Associa- 
tion. Wichita. 

May 13-14—Maryland Bankers Asso- 
ciation. Hotel Traymore, Atlantic 
City, N. J. 

May 18-20—Texas Bankers Association. 

_ Gunter Hotel, San Antonio. 

May 19-20—Ohio Bankers Association. 
Deshler-Wallick Hotel, Columbus. 

May 20-22—New Jersey Bankers Asso- 
ciation. Hotel Traymore, Atlantic 
City, N. J. 

May 24-26—Illinois Bankers Associa- 
tion. Palmer House, Chicago. 

May 26-28—Pennsylvania Bankers As- 
sociation. Hotel Traymore, Atlantic 
City, N. J. 

May 27-28—Alabama Bankers Associa- 
tion. Hotel Tutwiler, Birmingham. 

May 27-31—District of Columbia Bank- 
ers Association. The Greenbrier, 
White Sulphur Springs, West Va. 

May 27-June 1—New York State Bank- 
ers Association. United States Liner 
Washington, en route to Bermuda and 
return. 

May 31-June 2—lIowa Bankers Associa- 
tion. Hotel Warrior, Sioux City. 
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June 3-4—South Dakota Bankers Asso- 
ciation. Alex Johnson Hotel, Rapid 
City. 

June 8-11—Mid-Continent 
Conference. 
Okla. 

June 8-9—Mississippi Bankers Associa- 
tion. Edgewater Gulf Hotel, Edge- 
water Park. 

June 10-11—Georgia Bankers Associa- 
tion. Rome. 

June 10-11—Idaho Bankers Associa- 
tion. Hotel Rogerson, Twin Falls. 
June 10-12—Massachusetts Bankers As- 
sociation. New Ocean House, Swamp- 

scott. 

June 11-12—North Dakota Bankers As- 
sociation. Fargo. 

June 14-15—Oregon Bankers Associa- 
tion. Pilot Butte Hotel, Bend. 

June 15—Connecticut Bankers Associa- 
tion. Norwich Inn, Norwich. 

June 17-18—Washington Bankers As- 
sociation. Bellingham. 

June 18-19—Colorado Bankers Asso- 
ciation. Hotel Stanley, Estes Park. 

June 21-22—Utah Bankers Association. 
Bryce Canyon Lodge, Bryce Canyon. 

June 24-27—Michigan Bankers Associa- 
tion. Grand Hotel, Mackinac Island. 

June 24-26—Virginia Bankers Associa- 
tion. West Virginia Bankers Asso- 
ciation. Joint Convention. The Green- 
brier, White Sulphur Springs, W. Va. 

June 25-26—Wyoming Bankers Asso- 
ciation. Sheridan. (Hotel not yet 
selected. ) 

June 25-26—Montana Bankers Associa- 
tion. Many Glaciers Hotel, Glacier 
National Park. 

June 25-27—Maine Bankers Associa- 
tion. Kines House, Moosehead Lake. 

June 26-29—Wisconsin Bankers Asso- 
ciation. Cruise. - 

August 12-14—A. B. A. Pacific Coast- 
Rocky Mountain Trust Conference. 
Portland, Oregon. 

September 9—Delaware Bankers Asso- 
ciation. Henlopen Hotel, Rehoboth. 

September 9-10—Maine Savings Bank 
Association. Place not yet selected. 


Banking 
University of Tulsa, 
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September 16-18—Massachusetts Sav- 
ings Banks Association. New Ocean 
House, Swampscott. 

October 20-22—Savings Bank Associa- 
tion of New York. The Greenbrier, 
White Sulphur Springs, W. Va. 


GENERAL 


May 6-8—National Safe Deposit Con- 
vention. Willard Hotel, Washington, 
D. C. 

May 13-15—Third Annual Institute, 
American Industrial Bankers Asso- 
ciation. Auditorium, Chamber of 
Commerce, Fort Wayne, Ind. 

-May 14-15—National Association of 
Bank Auditors and Comptrollers. 
Third Mid-West Regional Conference. 
Palmer House, Chicago. 

June 7-11—American Institute of Bank- 
ing. Hotel Lowry, St. Paul, Minn. 

September 13-15—Morris Plan Bank- 
ers Association. The Broadmoor, 
Colorado Springs, Colo. 

September 13-16—Financial Advertis- 
ers Association. Syracuse, N. Y. 
October 6-8—United States Building 
and Loan League. Los Angeles. 
October 10-13—National Association 
of Bank Auditors and Comptrollers. 

Boston, Mass. 
October 11-14—American Bankers As- 


sociation. Statler Hotel, Boston, 
Mass. 


Associations 


q Fred A. Cuscaden, chairman of the 
Committee on Membership of the 
American Bankers Association, reported 
at the recent spring meeting of the 
executive council at Hot Springs, Ark., 
that the membership of the association 
on March 31 was 12,770, a gain of 616 
members in a year and of 282 members 
since August 31, 1936. The period, he 
said, was marked by the least loss of 
individual memberships suffered by the 
association for many years. The per- 
centage of membership of banks in the 
United States in the association has 
reached 71.7 per cent., the highest ratio 


ever attained in the history of the or- 
ganization. . 


The “Fifty Year” Club of the Chemi- 
cal Bank & Trust Company, New 
York, photographed in the board 
room before a portrait of the bank’s 
present chairman, Percy H. Johnston. 
Standing, left to right, they are Eu- 
gene I. Pascal; Howard W. Tooker; 
John Voorhis and Samuel T. -Jones. 
Seated, left to right, they are John 
F. Flaacke and Walter A. Smith. 


Personal 


@ George H. Rhinehart, senior vice- 
president in charge of credits, was ele- 
vated to the office of president of Trust 
Company of North America, New York, 
at a recent meeting of the board of di- 
rectors, to succeed Felix G. Langer, who 
tendered his resignation as president 
and director of the bank. Other changes 
included the election of Jacob Shapiro 
as chairman of the board of directors. 


q The “Fifty-Year Club” of the Chemi- 
cal Bank and Trust Company of New 
York is composed of six officers and 
employes whose combined length of 
service with the institution amounts to 
333 years. 

The dean of the group is John F. 
Flaacke, assistant secretary, who _has 
served the bank for almost 66 years, 
having entered its employ on July 12, 
1871. The other members with their 
length of service are: Walter A. Smith, 
57 years;.Jehn Voorhis, 55 years; 
Eugene I. Pitsg@l, 55 years; Howard W. 
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Tooker, 50 years, and Samuel T. Jones, 
vice-president, 50 years. 

The Chemical Bank and Trust Com- 
pany was established in 1824 and 
throughout its one hundred and thirteen 
years has had only ten presidents. It 
is interesting to note that Mr. Flaacke 
has served under seven of the ten, hav- 
ing been employed by John Quentin 
Jones; who enjoyed a term of 34 years 
as the bank’s president, from 1844 to 
1878. The other five members of the 
“Club” all entered the bank’s employ 
during the presidency of George G. 
Williams, who succeeded Mr. Jones and 
served as president for 25 years. 

The accompanying photograph of the 
“Fifty-Year Club” was taken in the 
Chemical Bank’s board room before a 
portrait of Percy H. Johnston, present 
chairman of the bank. 


@ William F. Haddon of the First Na- 
tional Bank of Denver has been ap- 
pointed editor of “The Denver Banker” 
by the Board of Governors of the Den- 
ver Chapter of the A. I. B. 


G Moses Williams, Jr., of Minot, Wil- 
liams & Bangs, Inc., has been elected a 
director of the State Street Trust Com- 
pany, Boston. 


q L. K. Billings has become associated 
with the Banks and Bankers Division 
of the City National Bank and Trust 
Company of Chicago. Mr. Billings was 
born in Williamsport, Indiana, and 
came to Chicago in 1929. He has been 
identified with correspondent bank ac- 
tivities for some time. 


q The Union National Bank of Troy, 
N. Y., has announced the promotion of 
three officers: Fred W. Clements from 
cashier to vice-president; Frank J. 
Koetzel from assistant cashier to vice- 
president; and S. Beach Parker from 
assistant cashier to cashier. The three 
men entered the employ of the bank in 
minor clerical capacities. 


Bank Buildings 


q At Fulton, N. Y., the Fulton Savings 
Bank has voted to remodel and enlarge 
the present banking quarters.. Contract 
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for the work has been awarded to the 
Tilghman Moyer Company of Allen- 
town, Pa., specialists in the design and 
construction of bank buildings.. Local 
labor, local supply concerns and local 
sub-contractors will he used on the con- 
struction wherever possible. The offi- 
cers of the bank have decided to pro- 
ceed at this time because of the bank’s 
encouraging growth and the pressing 
need for added space. A number of 
labor: saving features will be  incor- 
porated in the banking room which will 
make for added convenience and greater 
security. 


q At Beaumont, Texas, the First Na- 
tional Bank is now occupying its new 
building which is in the classic modern 
style with two stories. The lobby and 
main floor are given over to serving 
customers, the mezzanine occupied by 
the library, switchboard, conference 
rooms and working quarters for em- 
ployes. The building is air conditioned 
and all of the latest protective devices 
have been installed. 


q At Atlanta, Ga., the First National 
Bank is modernizing the elevator sys- 
tem in its building. 


q At Elmira, N. Y., the Elmira Savings 
Bank is now located in its new building 
on the site which has been occupied 
from 1923 to January 2, 1936, when an 
explosion destroyed the former building. 


q At Fort Wayne, Ind., the Fort Wayne 
Morris Plan Company has opened new 
offices on the ground floor of the Stand- 
ard Building providing increased floor 
space and added facilities. 


q At Lebanon, Va., the First National 
Bank has awarded the contract for a 
new $30,000 building. It will be built 
of Indiana limestone on a base of North 
Carolina granite. 


q At Fortville, Ind., the First National 
Bank has just completed remodeling 
and redecorating its interior through- 
out, ; 


q At Lenoir, N. C., the Bank of Lenoir 
is planning to completely remodel its 
interior. 
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The Farmers and Mechanics National Bank of Frederick, Maryland, before and after 
an extensive remodeling job by the Tilghman Moyer Company, Allentown, Penn. 


q At Hancock, Mich., the National 


Metals Bank is enlarging its floor area. 


q At Memphis, Tenn., a contract has 
been awarded for improvements to the 
First National Bank building at a cost 
of $75,000. 


q At Miami, Fla., the Little River Bank 
and Trust Company is planning to build 
a new $26,000 bank building. Also at 
Miami, work will start soon on a new 
16-story $2,000,000 office building 
planned as the new home of the Florida 
National Bank and Trust Company. 


q At Mullen, Nebr., the Bank of Mullen 
is planning to build a new modern 


building. 


q At Magee, Miss., the State Guaranty 
Bank has awarded contracts for a com- 
plete remodeling job. 


q At Nashville, Tenn., the Third Na- 
tional Bank is planning a 12-story an- 
nex at the rear of its present building. 
The lower portion of the new building 
will be used by the bank and the upper 
stories will be divided into offices. 


q At Osage, Iowa, the Home Trust and 
Savings Bank has opened its new home. 


qAt Wynne, Ark., the First National 
Bank has completely remodeled’ its 
banking quarters. 


{At Pomeroy, Ohio, the Pomeroy Na- 
tional Bank has moved into ‘its com- 
pletely remodeled quarters. Since the 


disastrous January flood the bank has 
been conducting its business in cramped 
quarters on the second floor of its 
building, while the banking rooms be- 
low were being done over. 


g At Detroit, Mich., the United Savings 
Bank of Detroit is altering its main 
banking floor doubling the amount of 
lobby space available for customers’ 
use. 


q At Hopkinsville, Ky., the Planters 
Bank and Trust Company has enlarged 
and remodeled its offices. Improve- 
ments include three new concrete vaults 
of which one, the money vault, has a 


Mosler 35,000 pound door. 


q At Bayside, Long Island, N. Y., the 
Bayside National Bank has started con- 
struction of a new building. It will 
be 45 feet in width, 90 feet in depth 
and 40 feet in height. Harold Carlson 
is the architect and the William L. 
Crow Construction Co. of New York is 
the builder. 


g At Oklahoma City, Okla., the Stock 
Yards Bank has bought a_ two-story 
stone building from the Liberty Na- 
tional Company which will be re- 


modeled and modernized. 
gq At Nettleton, Ark., the Bank of Net- 


tleton has moved into its remodeled 
quarters. 


q At Red Wing, Minn., the Goodhue 


County National Bank is remodeling. 
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After thirty-ive years of active service 
in the Second National Bank at Bucy- 
rus, Ohio, this Burroughs adding ma- 
chine has temporarily joined the ranks 
of the unemployed. 

In recognition of its remarkable rec- 
ord, the well-preserved veteran has been 
given a place of honor in the bank 
window. 

‘Although it was installed April 7, 
1902, and was the first adding machine 
sold in Crawford County, Ohio, this 
rugged old timer is still in good condi- 
tion and is probably anxious to get off 
relief and start back to work. 


q At Ottawa, Canada, the Imperial 
Bank of Canada, whose main office is at 


Toronto, will erect a new building at a 
cost between $75,000 and $100,000. 


q At Hopkins, Minn., the First National 
Bank has been remodeled at a cost of 
$13,000. 


@ At Modesto, California, the Ameri- 
can Trust Company has moved from 
the quarters occupied for many years 
to its own just completed bank build- 
ing, one“'éf the handsomest and most 
modern banking offices in the San 
Joaquin Valley. 


Bank Equipment 


GA new payroll typewriter, one 
equipped with a wide carriage and other 
special features, is now being marketed 
by Burroughs Adding Machine Com- 
pany, Detroit, Michigan. It enables 
small and medium-sized concerns to 
meet Social Security report require- 
ments efficiently and at low cost. 

The new payroll typewriter writes 
these four records—employe’s _ state- 
ment, earnings record, pay check or 
envelope, and payroll journal—at one 
time and in a fraction of the time re- 
quired by pen-and-ink methods. And 
this typewriter offers the plus advantage 
of electric carriage return—letting elec- 
tricity do the heavy part of the job! 

Payroll forms are handled with the 
ease and speed with which a letterhead 
is inserted in a correspondence type- 
writer. The wide journal sheet is in- 
serted first around the platen and faced 
with a carbon sheet of equal width. 
Employe’s statement and pay check or 
envelope, and the individual earnings 
record are aligned in a unique manner 
and inserted, as a unit, in the machine. 
Insertion is facilitated by one of the 
machine’s special features, the journal 
rack, while the feed roll bail keeps the 
journal in position. 

Details of the employe’s statement 
(his receipt) appear, at one striking of 
the typewriter keys, on the statement, 
the earnings record, and the journal. 
Tabulating to the check position, the 
operator then writes the employe’s 
check and a check register, which com- 
poses the right side of the permanent 
payroll journal. 

The heavy work ordinarily connected 
with typing is eliminated by this re 
markable typewriter. Instead of hav- 
ing to return the wide carriage by hand 
at the end of each posting line, the op- 
erator simply touches a key and the 
carriage returns electrically and the 
forms are line spaced automatically. A 
touch of a key also shifts instantly for 
capital letters. With the machine itself 
doing the heavy work, operator fatigue 
is lessened, errors are reduced, and pro- 
duction increased. 
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In addition to payroll work, this 
Burroughs. typewriter is readily adapt- 
able to other typing jobs.. It can be 
used for preparing statistical reports, 
financial reports and other wide forms; 
for writing customer’s invoices _ and 


statements; and for general correspond- 
ence typing. 

Many concerns have been without a 
wide carriage typewriter because of lack 
of sufficient work for one. With the 
added obligation of making Social Se- 
curity reports and records, the purchase 
of wide carriage typewriters is now jus- 
tified, permitting its advantages to aid 
the office in many ways. 


Deaths 


{ Thomas MacDonald Paterson, Pacific 
Coast representative of The Chase Na- 
tional Bank, New York, died last month 
in San Diego, following a heart ail- 
ment. Mr. Paterson was born in Aus- 
tralia in 1883. He was formerly vice- 
president of the Mercantile Trust 
Company of San Francisco. On Sep- 
tember 1, 1921, he was appointed 
Pacific Coast representative of the 
Equitable Trust Company of New York. 
When the latter company was merged 
with The Chase National Bank in 1930 
he continued as representative of . the 
enlarged bank. 


{Edward Futcher Davies, prominent 
British banker, died recently at the age 
of 55. He began his career in the Lon- 
don office of the Deutsche Bank, where 


he gained considerable experience in 


the foreign exchanges. Subsequently 
he joined the Banco Espafiol del Rio 
de la Plata. About 1911 he was ap- 
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pointed assistant manager of the foreign 
branch of the Westminster Bank and in 
1914 he became manager, a position he 
retained until 1919. During the war 
his early acquired knowledge of the ex- 
changes was invaluable to Sir Adam 
Block’s blockade committee, of which 
he’ was a member. After the war, Mr. 
Davies joined the Banco Nacional Ultra- 
marino, now known ‘as the Anglo- 
Portuguese Colonial and Overseas Bank, 
but after a few years retired to France 
for reasons of health. While there, 
he became foreign delegate of the Royal 
Bank of Scotland. He was a man of 
extraordinary energy, and his experi- 
ence in banking affairs covered a re- 
markably wide range. 


G James Benjamin Dey, Jr., president 
of the Virginia Bankers Association and 
senior vice-president of the National 
Bank of Commerce of Norfolk, Va., 
died last month in his 56th year after 
a short illness. 


q J. L. Crockatt, late chief manager of 
the Chartered Bank of India, Australia 
and China, died recently in his sixty- 
second year. He entered the service of 
the bank in 1895, and after working in 
the Straits Settlements, Japan, Dutch 
East Indies, etc., he acted as. manager 
of the Hong Kong branch for four years. 
He was appointed sub-manager of the 
bank in London in 1923, and in 1932 
was promoted to be one of the man- 
agers and subsequently chief manager 
in 1934. He retired after 40 years’ 
service at the end of last year. 


q Alfred Harris Swayne, vice-president 
and director of General Motors Cor- 
poration and chairman of the board of 
directors of the General Motors Accept- 
ance Corporation, died last month. Mr. 
Swayne was born in Washington, D. C., 
in 1870. He graduated from Yale in 
the class of 1892. He had been con- 
nected with General Motors since 1919. 


G Otto M. Nelson, vice-president of the 
First National Bank of St. Paul, Minn., 
died last month at the age of 74. He 
had been connected with the bank since 
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New branch of the Chase Na- 
tional Bank of New York recently 
opened at Berkeley Sq., London. 


1880. He was also manager of the 
St. Paul Clearing House. 


@ Frank Dillingham Merriam, vice- 
president of the Central Trust Com- 
pany of Topeka, Kansas, died last 
month at the age of 71. 


Salaries 


q “Although salaries are the largest 
single item of operating expense, I hope 
that bankers will at an early date cease 
to consider them as the cost of a neces- 
sary commodity which should be pur- 
chased as cheaply as possible, and look 
upon them as the most important in- 
vestment that can be made.” This state- 
ment was recently made by J. L. Dart, 
comptroller of the Florida National 
Bank, Jacksonville. 

“Banks today,” he said, “have noth- 
ing to sell but service and the public 
is as always going to purchase from the 
seller, who, because of his interest in 
his business, his thorough knowledge 
of it, and his understanding of others, 
is able to render with a smile a better 
kind of banking service than the other 


fellow. Accordingly, I believe the 
banker of today has in his own control 
the future of banking which, in the final 
analysis, must be measured in terms of 
men and in men only. A proper con- 
sideration of the bank employe’s wel- 
fare, of his training and education can- 
not help but pay big dividends in the 
form of a bigger bank, a better bank, 
a safer bank and a more enduring one.” 


Branch Banking 


q Representative Wright Patman, mem- 
ber of the House Banking and Currency 
Commission, advocates having the Gov- 
ernment take over the Federal Reserve 
System using as his chief argument the 
power which, he said, the larger banks 
of the country were exerting over the 
smaller banks. “The larger banks have 
received an advantage because they have 
been recognized as the spokesmen for 
all the banks,” he said. 

To take this grip of “monopoly from 
the throats of the American people” he 
advocates that the 12 Federal Reserve 
banks should be operated by the Gov- 
ernment. 

““A bank serves a very useful purpose 
in each community,” he continued. “We 
cannot successfully do business without 
them. We desire to encourage the right 
kind of banks and should not discour- 
age them. The smaller banks of the 
country should be protected from the 
larger ones and the people generally 
protected against the system that has 
such great control over the economic 
affairs of our nation. 

“The Government should be taken 
out of private business as rapidly as it 
is possible to do so, and private cor- 
porations, such as banks, should be 
taken out of the Government’s business.” 


Bank Supervision 


q The following plan of bank super- 
vision has been suggested by C. B. 
Enlow, president of the Indiana Bank- 
ers Association: 


1. All national banks shall be 
chartered by the Comptroller of the 
Currency subject to approval of the 
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Federal Reserve Board and the Federal 
Deposit Insurance Corporation. 

2. All state banks shall be chartered 
by the respective state banking depart- 
ments. Those state banks wishing in- 
surance shall be approved by the Fed- 
eral Deposit Insurance Corporation. 

3. The Federal Deposit Insurance 
Corporation shall function solely as an 
Insurance Corporation. 

4. The national banks shall be ex- 
amined by the Comptroller of the Cur- 
rency and all reports shall be filed with 
the Federal Reserve bank of the respec- 
tive districts, the Federal Reserve Board 
and with the Federal Deposit Insurance 
Corporation. 

5. The state banks shall be examined 
by the state examiners and a copy of 
each report filed with the Federal De- 
posit Insurance Corporation if the bank 
is a member of that corporation. If 
the state bank is a member of the Fed- 
eral Reserve System, the report shall 
be filed with the Federal Reserve bank 
of that district and with the Federal 
Reserve Board. 

6. The Federal Deposit Insurance 
Corporation shall prescribe forms in 
which such corporation shall request 
identical information, if possible, from 
the Comptroller’s examinations and 
from the several state banking depart- 
ments. The Comptroller of the Cur- 
rency and the various state banking de- 
partments may request additional infor- 
mation from the banks under examina- 
tion. 

7. The Federal: Reserve Board may, 
in addition, request any information 
from these examining agencies pertain- 
ing to their member banks. 

8. The Federal Deposit Insurance 
Corporation shall regularly or at any 
specific time have the right to demand 
any information from its insured banks 
through the office of the Comptroller 
of the Currency or from any of the 
state banking departments. 

9. The examining force of the Fed- 
eral Deposit Insurance Corporation 
shall be discontinued (with the excep- 
tion of office examiners) and the office 
of the Comptroller of the Currency and 
the forty-eight state banking depart- 


AA? 


ments shall each absorb proportion- 
ately the majority of these examiners, 
the selection to be made upon merit 
and by the recommendation of the Fed- 
eral Deposit Insurance Company. This 
would give these supervisory bodies the 
opportunity to have the selection of 
examiners. A bank examiner of ex- 
perience and ability can “dig out” all 
information desired regardless of the 
supervisory authority which he may 
represent. 

10. The banks shall be assessed for 
their examinations as they are now 
assessed. 


Inflation 
q “Bankers,” said Professor Edwin W. 


Kemmerer in a recent address, “break 
about even in the profit and loss of 
inflation, paying their depositors in the 
same depreciating dollars which the 
debtors of the bank pay to the institu- 
tion. Inflation helps debtors and hurts 
creditors,” he stated. “The banker is 
both creditor and debtor on a large 
scale. . . . If we have inflation and the 
dollar greatly depreciates, and there- 
upon the bank’s debtors pay the bank 
their debts in the cheap dollar, the 
banker merely turns around and pays 
the same cheap dollars to his creditors, 
the depositors. One hand washes the 
other.” 


Public Relations 


qin recent times there has been a 
noticeable trend towards educating em- 
ployes in matters that are reflected in 
their company’s balance sheet and earn- 
ings statements. This trend has been 
examined in a report issued by the 
Metropolitan Life Insurance Company: 
“Interpreting Company Financial State- 
ments for Employes.” 

Various methods used by a number 
of companies in making financial state- 
ments clear to the average employe are 
described. Among them are simplifi- 
cation of the language used in. custom- 
ary stockholder report, the question 
and answer method, illustrations of the 
statement through the mediums of tables 
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and charts, and statements broken down 
on a “per employe” basis. Illustrations 
of these and other methods have been 
selected from those in use and are re- 
produced in the report. 

Companies whose practices are de- 
scribed include General Electric Com- 
pany, Baltimore Transit Company, Lud- 
lum Steel Company, Barcalo Manufac- 
turing Company, Cluett Peabody Com- 
pany, Westinghouse Electric and Manu- 
facturing Company, Elgin Watch Com- 
pany, Standard Oil Company (N. J.), 
Eastman Kodak Company, General 
Motors Corporation. 


Service Charges 


@ Service charges approved by the Wis- 
consin Bankers Association are being 
operated by 51.7 per cent. of all of the 
banks in the state as compared with 
41.7 per cent. last November. 


Mortgage Loans 


4 Massachusetts savings banks can now 
offer several new forms of mortgages 
under the provisions of the new mort- 
gage law recently enacted. Under. the 
new law two types of mortgages may 
be written by savings banks. First, a 
mortgage for 60 per cent. of the value 
of the property for a term not exceed- 
ing twenty years may be written with 
a provision for the amortization of the 
mortgage at the rate of not less than 
2 per cent. a year, paid in quarterly in- 
stallments. Second, a mortgage for 70 
per cent. of the value of the property 
also limited to twenty years, with a 
provision for amortization at the rate 
of 3 per cent. a year. The amount that 
may be loaned on this second type of 
loan cannot exceed $25,000 per loan. 


q The principal cause of the recent 
epidemic of foreclosures and the enor- 
mous losses sustained at that time was 
described recently by Paul E. Stark, 
president of the National Association 
of Real Estate Boards, as follows: 


“Tt cost too much to maintain shelter. 
It costs too much today. I do not mean 
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that the brick and the lumber and the 
labor cost too much, although that, too, 
has been a factor. I mean that interest 
rates were then, and are now, too high; 
that the period of amortization was then, 
and is now, too brief; and that taxes 
were then, and are now, unfair, unjust 
and confiscatory. These are the deadly 
germs that brought about the fore- 
closure epidemic of 1933. These same 
germs can again bring catastrophe un- 
less they are destroyed.” 


Bank Earnings 


In 1936 229 member banks of the 
First Federal Reserve District derived 
90.5 per cent. of their current income 
from “interest received,” 4.5 per cent. 
from service charges on deposit accounts 
and 5 per cent. from other current in- 
come. Of total current income 19.8 per 
cent. went for the payment of interest 
on deposits; 30.6 to salaries and wages; 
7.4 for occupancy and maintenance of 
quarters; 2.7 per cent. for taxes, and 
14.2 per cent. for all other operating 
expenses, leaving 25.3 per cent. as net 
current operating earnings. 


Payments based as a percentage of 
total earnings were classified as follows: 


Interest paid on demand deposits .2 

Interest paid on time deposits 

Salaries and wages (except for 
building and maintenance) 

Occupancy and maintenance of 
quarters 

Taxes (except on bank building) 

Insurance (except on bank build- 
ing 

Printing, stationery and office sup- 
plies 

Telephone and telegraph 

Postage and express 

Publicity and advertising 

Furnishings, equipment and fix- 
tures | 

Examinations 

All other operating expenses 


Total operating expenses 
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“Pay-as-You-Go” Banking 


@ There is a sounder and more profit- 
able method than existing “pay-as-you- 
go plans” by means of which banks 
may attract a greater number of check- 
ing account depositors and build good- 
will. This is one of the conclusions 
reached in a study published by the 
Bank Management Commission, Ameri- 
can Bankers Association, covering a 
number of new checking account plans 
put into effect in recent months by 
banks. 

The commission states that the chief 
and common characteristic of the plans 
studied is that “the depositor is not re- 
quired to carry any minimum balance, 
or at the most, a balance of only a few 
dollars; and their common objective 
seems to be to make available a modi- 
fied checking account service to people 
who are unable to maintain a balance 
such as is usually required in checking 
accounts, and who cannot afford to pay 
the usual service charge.” 


The findings of the commission’s spe- 
cial committee appointed to study this 
question, based on information received 
from banks which have installed these 
new services, are in part as follows: 


“Many of the reporting banks are 
laying themselves open to serious losses 
and embarrassment, because, in their ef- 
fort to acquire ‘volume’ (which is es- 
sential if pay-as-you-go service is to be 
profitable), they have adopted the un- 
wise, and dangerous, course of requiring 
no references from, or investigation of, 
prospective pay-as-you-go depositors. 
The efficiency, cleverness and organiza- 
tion of present-day forgery rings make 
more than a perfunctory investigation 
of new depositors necessary if serious 
losses are to be avoided. 

“As further result of accepting new 
accounts without investigation the per- 
centage of checks drawn against insufhi- 
cient or uncollected funds in pay-as- 
you-go accounts is much greater than in 
regular checking accounts. 


“Far too many banks lack a real 
knowledge of their costs which is so 
essential to the proper and successful 
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conduct of their business. It is obvious, 
therefore, that in considering the state- 
ments made by many of these banks to 
the effect that their pay-as-you-go serv- 
ice is profitable, due allowance must be 
made for their lack of knowledge of 
their costs. 


“Except when a special accounting 
routine is used, checks drawn against, 
and deposits made in, pay-as-you-go ac- 
counts are handled just as are those in 
regular checking accounts and the cost 
of handling cannot be materially less, 
except to the extent that ‘volume’ might 
tend to reduce the cost. Therefore, it 
is believed that in the large majority 
of hanks a 5 cents per item charge 
alone will not be sufficient to assure the 
recovery of all costs and a basic charge 
in addition to the per item charge is 
essential to a sound procedure. 

“The widespread adoption of the pay- 
as-you-go idea will tend to accentuate 
the dormant account problem. 

“The claim that checks drawn on 
pay-as-you-go accounts are accepted by 
stores, merchants, etc., as freely as are 
checks drawn on regular commercial 
accounts is, at least, open to question. 


“There is apparently no uniformity 
of policy with respect to the rendering 
of statements and cancelled vouchers to 
pay-as-you-go depositors; or with re- 
spect to the extent to which such de- 
positors are privileged to avail them- 
selves of the services of the banks. 

“Slightly more than half of the re- 
porting banks offering pay-as-you-go 
service prefer the plan which involves 
a charge of 5 cents for each item paid 
or deposited, and the deduction of the 
charge from the depositor’s balance 
simultaneously with the posting of the 
items themselves; while the others pre- 
fer to collect their revenue by selling 
checks or check books to pay-as-you-go 
depositors. 


“Except for the results reported from 
one city, the experience of the report- 
ing banks indicates that the banks using 
the former plan have acquired a rela- 
tively greater volume of this business 
within comparable periods of time, than 
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HOW DISTRIBUTED 


General Expense 
Charge Off on Other Real Estate Owned 


CHARGE OFF ON OTHER 


REAL ESTATE OWNED 
11.61% 


saa?" aa 
Distribution 
35.92% 
15.55% 
11.64% 
11.61% 
10.16% 
7.51% 
3.37% 
2.18% 
1.89% 
17% 
100.00% 


$ 57,384.35 
24,850.22 
18,595.64 
18,551.00 
16,278.09 
12,000.00 

5,373.90 
3,485.35 
3,019.00 
277.09 

$ 159,814.64 


This chart and the one shown on the page opposite were a feature of the recent 
statement issued by the First National Bank of Englewood, Chicago. 


have those who sell checks or check 
hooks. 

“A desire to build good-will or to in- 
crease their income, or both, influenced 
a large majority of the reporting banks 
to offer pay-as-you-go service in their 
communities. 

“The reporting banks are by no 
means unanimously of the opinion that 
their venture into this field has been, 
or will be, profitable. 


“There is a sounder and more profit- 
able method than the existing pay-as- 
you-go plans by means of which banks 
may attract a greater number of check- 
ing account depositors, build good-will 
and extend their influence over a wider 


section of the population of their com- 
munities.” 


Theodore Rokahr, vice-president and 
treasurer, First Citizens Bank and Trust 
Company, Utica, New York, is chairman 
of the committee which prepared the re- 
port and the members are: G. Fred 
Berger, treasurer, Norristown-Penn 
Trust Company, Norristown, Pennsyl- 
vania; M. M. Myers, cashier, Miners 
National Bank, Pottsville, Pennsylvania, 
and Arthur C. Vogt, assistant treasurer, 
Guaranty Trust Company, New York 
City. The committee proposes a plan 
of its own for checking account serv- 
ices, comprising measured or metered. 
charges, which would make a bank’s 
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GROSS INCOME FOR YEAR 1936 


Interest on U. S. Bonds 

Interest on 1st Mortgage Real Estate Loans 
Service Charges 

Rent from Safe Deposit Co 

Profit from Sale of Securities 


services adaptable to the requirements 
of a greater section of the population. 


Bank Statements 


q “Pie charts,” as shown at the top of 
pages 450 and 451, were a feature of 
the recent statement of the First National 
Bank of Englewood, Chicago. By this 
simple, yet graphic, method depositors 
are clearly informed as to how their 
bank derives its income and how its in- 
come is distributed. 


Branch Banking 


qThe Chase National Bank of New 
York has opened a new London branch 
in historic Berkeley Square, and has 
moved its main London office into new 


een 
Income 
62.88% 
19.18% 
6.85% 
5.94% 
2.15% 
1.77% 
90% 
33% 
100.00% 


$ 100,500.00 
30,652.75 
10,938.17 

9,500.00 
3,437.50 
2,817.11 
1,440.00 
$29.11 

$ 159,814.64 


quarters at No. 6 Lombard Street, in 
the heart of London’s financial district. 


The Berkeley Square branch will 
serve the residential clientele of Lon- 
don’s popular West-End. Its interior 
will retain, in so far as is practicable, 
the character of a private home. The 
large room containing the banking 
counter is panelled with the original 
pine, the design of which has been 
worked over. The main reception room 
of the bank, originally the drawing 
room of the private house, contains files 
of American and British newspapers for 
clients. The bank has provided a mail 
and writing room for its clients’ use, 
and customers visiting London may pick 
up their mail addressed to them in the 
bank’s care. On the third floor, the 
ladies’ reception room overlooks Berke- 
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ley Square. A private conference room 
is also available for clients. 

American visitors to the Coronation 
will also find the main London office 
of The Chase National Bank in new 
quarters on Lombard Street, facing the 
Bank of England. Long the traditional 
home of British banking, Lombard 
Street has been peopled almost exclu- 
sively since the 13th century by traders, 
money lenders, bankers and financiers. 

Surrounding The Chase National 
Bank’s branch at No. 6 Lombard Street, 
clients of the bank will see some of the 
British Empire’s important financial 
and commercial institutions. The 
Clydesdale Bank stands on Lombard 
Street, as does, at No. 62, The Commer- 
cial Bank of Scotland, and the firm of 
Messrs. Glyn, Mills, Currie & Co. 
Lloyds, one of the best known names 
in the world, had its origin at No. 15, 
which from 1692 to 1770 was the site 
of Edward Lloyds coffee house, the 
greatest resort of ship-owners, ship cap- 
tains, underwriters and all persons 
identified with ships and shipping. 
Since 1774, Lloyds has had its home 
in the Royal Exchange. Martins Bank, 
of which Sir Thomas Gresham, finan- 
cial adviser of Queen Elizabeth, was one 
of the founders, is at No. 68 Lombard 
Street. The Canadian Bank of Com- 
merce has its London office at No. 60; 
Messrs. Barclay are at Nos. 51 to 56, 
and Messrs. Alexandars at No. 24. 

John M. Wallace is vice-president in 
charge of the bank’s London branches 
which, in addition to the Lombard Street 
office and the new Berkeley Square 
branch, include a third branch at Bush 
House, Aldwych, in the mid-town shop- 
ping district. 


QA very important unit was added to 
The Anglo California National Bank of 
San Francisco when the Modesto Trust 
and Savings Bank, after the close of 
business on April 10, became the Mo- 
desto branch of The Anglo California 
National Bank, according to an an- 
nouncement by R. D. Brigham, vice- 
president and manager of branches of 
the Anglo Bank. 
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Small Loans 
@ The Bank of America “Timeplan” 


system in March financed more auto- 
mobile purchases in California than any 
other financing agent, it was recently 
announced. 


q The Simmons National Bank of Pine 
Bluff, Ark., has announced the opening 
of a personal loan department. “Char- 
acter rather than present assets is the 
basis of credit under this plan and the 
bank announces that it is prepared to 
accept applications from non-customers 
as well as from those who already are 
depositors of the bank,” according to 
an announcement by Charles A. Gor- 
don, cashier. 


4G Bankers will be interested in a new 
movie recently released by “Columbia” 
titled “I Promise to Pay” which is based 
on the loan shark evil. While pointing 
no special moral it gives an interesting 
and fairly accurate picture of loan 
sharkism as practiced in the average 
American city. The plot is concerned 
with the destiny of a $27.50 a week 
clerk who borrows $50 from the loan 
sharks against a bonus that doesn’t ma- 
terialize. 


q The Orange County Trust Company 
of Middletown, N. Y., has been author- 
ized to operate a personal loan depart- 
ment. 


q During the first quarter of 1937, the 
Household Finance Corporation made 
164,561 loans, averaging $166 per bor- 
rower, for a total of $27,331,159. This 
compares with 129,287 loans, averag- 
ing $163 per borrower, for a total of 
$21,153,071 during the first quarter of 
1936. Net income of $1,532,367 for 
the first quarter of 1937 compares with 
$1,314,435 for the first quarter of 1936 
and is the largest quarterly net income 
that the company has shown to date. 


q The Winchester Trust Company, Win- 
chester, Mass., has installed a Check: 
Master department under the direction 
of G. Dwight Cabot, treasurer. 
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Bank Loans 


@Speaking on the subject of loans, 
Frank J. Rathje, president of the Chi- 
cago City Bank & Trust Company, said 
in a recent address to Wisconsin 
bankers: 

“T believe that all loans based upon 
commodities at their present level and 
upon the production of commodities at 
the present cost of labor are economi- 
cally sound. I am opposed to the di- 
rect acquisition of notes secured by 
chattel mortgages or conditional sales 
contracts unless the stability of. the 
maker is given the same test and meas- 
ured by the same yardstick that every 
other borrower in the institution is re- 
quired to meet. This business should 
be left to finance companies; and the 
finance companies’ borrowings at the 
banks should be limited to short-time 
paper; so that as a general rule the 
borrowings of the finance companies 
may be liquidated out of the proceeds 
of the current collections on the in- 
stallment paper. A reasonable amount 
of a bank’s funds should be invested 
in local counter loans, real estate loans 
under Title 2 of the Federal Housing 
Act and loans of similar type.” 


q A questionnaire to determine the gen- 
eral attitude of banks in all parts of the 
country in respect to Government lend- 
ing agencies has been distributed under 
the supervision of the Committee on 
Banking Studies of the American Bank- 
ers Association and committees of state 
bankers associations. 

The questionnaire refers specifically 
to the Federal Land Banks, the Land 
Bank Commissioner, Production Credit 
Associations, Banks for Codéperatives 
and Federal Savings and Loan Associa- 
tions. It asks whether these agencies 
are in competition with the bank ad- 
dressed and whether the subject is of 
sufficient importance to the bank to 
warrant a detailed study of their opera- 
tions in its county. It also asks whether 
any other Government lending agencies 
are considered as being in competition 
with the bank, what ‘these agencies are 
and what specific counter measures it 
has been taking. 
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The questionnaires have been sent 
out, it is stated, to state associations 
which are codperating with the Com- 
mittee on Banking Studies in the in- 
quiry for distribution among all bank- 
ing institutions. All but five state as- 
sociations also have committees engaged 
in research on the question of Govern- 
ment lending and its effects on banking. 

Detailed procedure in the inquiry is 
left for individual associations to de- 
termine, and the Committee on Banking 
Studies will codordinate the results. It 
has been found that the situation with 
respect to Government lending differs 
widely in various states, but it is 
planned to reduce the findings so far 
as possible to a uniform and concurrent 
basis. 


Investments 


@ The nation’s financing activities dur- 
ing the calendar year 1936 are recorded 
in the seventh volume of “American Un- 
derwriting Houses and Their Issues” 
now off the press and ready for dis- 
tribution. In announcing the appear- 
ance of the new edition, Otto P. 
Schwarzschild, its editor, states that 
virtually every banking and investment 
house in the country co-operated with 
him in his efforts to present an authentic 
record. The book lists issues accord- 
ing to bankers, according to industries 
and also according to accountants, en- 
gineers and lawyers, whose reports have 
been referred to in public offerings. 

This new volume, like its predeces- 
sors, is published by The National Sta- 
tistical Service, Inc., 79 Wall Street, 
New York. 


q Due to a rising price level, hoarders 
of hard cash relinquished about 5 per 
cent. of the cash dollar’s purchasing 
power in 1936. This is the conclusion 
of a study made by Administrative and 
Research Corporation which bases its 
findings on the action of the U. S. 
Bureau of Labor Wholesale Commodity 
Index. According to this index, whole- 
sale commodity prices increased by 
about 4.7 per cent. during the past year. 
Considerably better fared holders of 
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common stocks who invested their 
money in a cross-section of America’s 
leading industries. Measured by the 
Dow-Jones Industrial Average, the com- 
mon stock dollar gained about 18 per 
cent. in purchasing power. Bondhold- 
ers just about broke even, the bond 
dollar’s gain heing approximately 1 per 
cent. 

During the month of December, 1936, 
however, a lower market level occa- 
sioned a drop in the purchasing power 
of the dollar held in common stocks. 
The common stock dollar’s buying 
power at the end of that month stood 
at 118.3, compared with 124.6 at the 
end of November, according to the 
monthly index of Administrative and 
Research Corporation, New York. The 
bond dollar’s buying power and the 
purchasing power of the dollar held in 
cash were both lower for the month of 
December. On January 2 the cash dol- 
lar was 95.5, or 2.4 lower than at the 
end of November. 


Public Relations 


q The North Dakota Bankers Associa- 
tion, in its current bulletin, advises its 
members that an inexpensive form of 
public relations can be disseminated 
among the public by the use of ques- 
tions on banking submitted to various 
groups or clubs to answer. 


These, the bulletin explains, each 
bank can typewrite in sufficient num- 
bers to try out on a service club or 
school room class. They were tried 
out by the Tiffin National Bank of 
Tiffin, Ohio, and the answers were ex- 
ceedingly interesting, After the questions 
have been submitted to the class or 
service club and the answers written in, 
then someone from the bank should give 
to the club or group the correct answers 
to the questions, the bulletin advises. 


The questions are as follows: 


1. What officers of a bank are 
legally responsible to its customers for 
what is done with the depositors’ 
money ? 

2. What service does a bank per- 
form for business? 
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3. Why does a bank buy Govern- 
ment bonds? 


4. Can a national bank buy com- 
mon stocks for its own account? 


5. Where does a bank keep its cash? 


6. Why is a bank a safe place to 
keep surplus funds? 

7. How do banks earn an income? 

8. Can a bank own its own stock? 

9. Should a bank handle an account 
for an individual at a loss? 

10. When you cash a check drawn 
on a bank in another town or on an- 
other bank in the same town, whose 
money is paid to you over the counter? 

11. When you borrow money at a 
bank, whose money is loaned to you? 

12. When a loan is overdue or in- 
terest is in arrears, what should a bank 
do? 

13. If a bank takes action to collect 
under the previous question, whose in- 
terests are being protected? 

14. May a bank give to another any 
information about your account or 
business with it? 

15. Banks are open in 
from 9 a. m. to 3 p. m. How many 
hours do you think officers and em- 
ployes work? 


q “Could it be possible that someone 
in New York bought a ‘gold brick’ and 
the gold evaporated?” asks Chapter 
Notes of New York in recounting the 
following incident: 

“We understand that a certain New 
York City bank once broke open a safe 
deposit box due to non-payment of 
rental and found therein nothing but 
a common, ordinary specimen of red 
brick used to construct chimneys. Dis- 
regarding the legal aspects of the case, 
the question of what to do with the brick 
became a lively subject for discussion 
among the clerks. One school of 
thought was for throwing it out with a 
‘yo-heave-ho’ and other appropriate 
ceremonies. In opposition, however, 
was a group who pointed out that the 
brick might have historical or sentimen- 
tal values not readily determined by 
examining it. It would be, said they, 
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criminal to destroy the last vestige of a 
vanished pyramid or an unknown 


Washington’s headquarters! The brick 
was finally put to one side to await the 
customer’s claim, to be lost or to be 
thrown out some day by an efficiency 
expert not familiar with the drama sur- 
rounding its discovery!” 


Savings 

q Attorney General John J. Bennett, Jr., 
of New York State, has officially up- 
held the ruling of William R. White, 
State Superintendent of Banks, barring 
the Emigrant Industrial Savings Bank 
of New York City from utilizing a 
special type of customer service. 

Under the customer service advocated 
by the bank, depositors would be per- 
mitted to establish budget savings ac- 
counts in order to have the bank pay 
various bills such as for rent, gas, light, 
insurance and telephone. The service 
also allowed depositors who established 
such accounts to have parts of ‘their 
salaries diverted to the bank for budget 
expenses, 

Mr. White placed a ban on the serv- 
ice and wrote to Walter H. Bennett, 
chairman of the board of the Emigrant 
bank, declaring that the service was 
“inconsistent with the long-recognized 
functions of savings banks.” 

Mr. Bennett, as head of the bank, dis- 
cussed the action with the Savings 
Banks Association of the State of New 
York, which urged keeping the service. 
Superintendent White consulted with 
Attorney General Bennett who, in up- 
holding Mr. White, wrote: 

“The plan outlined in the circular 
necessarily contemplates that the de- 
positors’ passbooks shall be kept perma- 
nently at the bank. Such practice on 
the part of the bank would constitute a 
clear violation of at least the spirit of 
the law. Savings banks may not justify 
the doing of a commercial banking busi- 
ness hy such an artifice. 

“In response to your specific inquiry, 
you are advised that savings banks are 
without power to offer service of the 
kind outlined in the circular mentioned 
above.” 

As a result of Attorney General Ben- 
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nett’s ruling there is a movement on 
foot to introduce legislation at the cur- 
rent session to overcome the difficulty. 


@The amounts on deposit and the 
number of depositors in the mutual 
savings banks of New York State con- 
tinued to gain during the year 1936, 
according to figures released recently 
by the Savings Bank Association of the 
State of New York. The amount due 
depositors on December 31, 1936, was 
$5,242,897,915, a gain for the year, in- 
cluding dividends declared, of $56,350,- 
522, or a little more than | per cent. 
The gain for the last six months and 
for the quarter was at a somewhat ac- 
celerated peace. Increases during the 
last quarter were almost $20,000,000, 
including dividends. 

The number of depositors on the last 
day of the year stood at 6,029,672, a 
gain for the year of 96,732, or almost 
2 per cent., and a record for all time. 
The gain for the last six months in the 
number of depositors was 45,675, and 
for the last quarter 20,576. 





The Labor Situation and Business Recovery 


HE recent strike in the automobile 

industry was one of a series of de- 

velopments illustrating the vital im- 
portance of the labor situation as a 
factor in the general problem of re- 
covery states the Guaranty Trust Com- 
pany of New York in a recent issue of 
The Guaranty Survey, its monthly re- 
view of business and financial condi- 
tions in the United States and abroad. 

“To a certain extent, the existing 
labor unrest is characteristic of periods 
of recovery after severe depressions,” 
The Survey continues. “The wage re- 
ductions that become necessary in hard 
times are always accepted with reluc- 
tance, and there is a strong tendency to 
attempt to recoup the losses at the first 
opportunity. Even where wage cuts 
have not been a serious factor, the 
realization that business earnings are 
increasing is often enough to lead to a 
desire on the part of labor to share as 
fully as possible in the reviving pros- 
perity. 

“In some cases, a rising cost of liv- 
ing is an important element in the situa- 
tion. This does not appear to have been 
true in the present instance, although 
the marked advances in commodity 
prices in the last few months suggest 
that it may become so. It is evident 
that the labor unrest in various branches 
of American industry at present threat- 
ens to place serious impediments in the 
path of recovery, to the ultimate detri- 
ment of labor ‘itself, as well as of other 
groups. Perhaps the greatest hope of 
avoiding grave consequences lies in the 
possibility that all parties concerned 
may become more clearly aware of the 
real nature of the problem. 

“The primary and ultimate purpose 
of all labor movements is to increase 
the real wages of workers—not money 
wages, but wages expressed in terms of 
food, clothing, shelter, and the other 
commodities and services that the 
worker buys. Unionization, collective 
bargaining, and the other objectives for 
which labor strives are means to that 
end, not ends in themselves. If real 
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wages are considered in their true light, 
as the share of the aggregate output of 
goods and services available for con- 
sumption by workers, it is evident that 
they can be increased in only two ways: 
first, by taking away a part of the share 
that would otherwise go to capital; and 
second, by increasing the total amount 
available for distribution. Collective 
bargaining, strikes, and the other de- 
vices by which workers try to augment 
their earnings are designed to obtain 
a larger share from other groups and 
are related only indirectly, if at all, to 
the question of increasing productivity. 
In fact, they are often calculated to 
diminish, rather than increase, the ag- 
gregate output by reducing hours, op- 
posing the ‘speed-up’ of operations, and 
similar policies. 


Output the Limiting Factor 


“Constructive policies in labor lead- 
ership must be based on the realization 
that the earnings of workers are neces- 
sarily limited by the amount of goods 
and services available for consumption. 
Even under the most favorable condi- 
tions, the gains in real wages that can 
be achieved by means of strikes are 
strictly limited. At the same time, the 
direct and immediate consequence of 
strikes is to halt operations and reduce 
productivity, and thus to dry up the 
source from which substantial and per- 
manent advances in real wages must be 
derived. 

“The majority of employers sincerely 
desire to pay fair wages. This is par- 
ticularly true of large employers, most 
of whom feel a keen sense of respon- 
sibility for the welfare of their em- 
ployes. Unfortunately, the available 
information bearing on the subject 1s 
so meager that it is very difficult to de- 
termine what really constitutes a fair 
wage in a given case. The problem has 
been complicated in recent years by the 
increasing employment of women in It 
dustry and trade, which has increased 
the total incomes of many families re- 
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gardless of the trend of wage rates for 
individual workers. There is an urgent 
need of fact-finding bodies to clarify 
the conception of a fair or ‘living wage’ 
in the light of prevailing prices, costs, 
profits, aggregate output, and habits of 
living. 


Productivity the Vital Factor 


“In the endless struggle to improve 
the condition of the working popula- 
tion, the productivity of industry is the 
vital factor. It is the increase in 
productivity that has brought about the 
extraordinary rise in standards of liv- 
ing throughout the world during the 
modern industrial era. And _ future 
progress in the same direction must be 
brought about in the same way. Cer- 
tainly the welfare of labor is among the 
most important objectives of civilized 
society and is of vital concern to other 
groups, as well as to labor itself; and 
all activities that can genuinely and 
permanently contribute to that welfare 
are worthy of encouragement. But the 
fundamental factor in determining the 
level of real wages is the productive 
efficiency of the wage-earner. The only 
way to raise standards of living is to 
lower labor costs by increasing output 
per capita. 

“This consideration throws light on 
the question of arbitrarily shortening 
working hours in order to provide em- 
ployment. The agitation for measures 
of this kind is not based on the view 
that labor needs more leisure but that 
more laborers need jobs. As a tem- 
porary device to apportion a given 
amount of employment among a larger 
number of workers, the plan might have 
some of the desired effects, although its 
usefulness would be limited in practice 
by the serious disruption that it would 
entail in established operating pro- 
cedures and methods. But it should be 
clearly recognized that whatever tem- 
porary gains it might bring to workers 
now unemployed would be achieved 
primarily at the expense of other work- 
ers. And in the long run its effect could 
only be to reduce the aggregate pro- 
ductive capacity of labor and capital 
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and hence the potential level of real 
wages. 


Outlook for Re-employment 


“The wisdom of such expedients - be- 
comes even more questionable when 
consideration is given to the possibil- 
ities for reémployment through the op- 
eration of normal economic forces. 
Recent studies tend to show that ‘tech- 
nological’ unemployment—that is, un- 
employment due to the displacement of 
workers by machines—is a much less 
important factor in the present labor 
situation than is commonly supposed. 
Current unemployment is due primarily 
to two factors: first, the failure, thus 
far, of business activity to regain pre- 
depression levels; and second, the 
growth of the potential working popu- 
lation in recent years. Both of these 
factors can be roughly summed up in 
the statement that output per capita has 
not yet been restored to the pre- 
depression level. Some authorities es- 


timate that, if productive activity were 
raised to a level sufficient to provide 


for a standard of living commensurate 
with that which existed. before the de- 
pression and to supply accumulated de- 
ficiencies in durable goods within a 
reasonable period, the result would be 
an actual shortage of labor. Conclu- 
sions of this kind stand out in sharp 
contrast to the often-expressed view that 
the country faces a prospect of chronic 
large-scale unemployment that will con- 
tinue for an indefinite period to tax 
the resources of central and labor gov- 
ernments and to impose a heavy finan- 
cial burden on our economic system. 

“Further possibilities of reémploy- 
ment lie in the development of new in- 
dustries, new products, and new uses 
for existing products. Research in the 
last few years has revealed many op- 
portunities along these lines. New in- 
dustries increase the demand for labor 
and the output per capita without neces- 
sarily creating even temporary un- 
employment. 

“The rate at which reémployment 
takes place will depend in no small 
measure on the ability of labor, busi- 
ness, and government to approach their 
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common problems in a spirit of codp- 
eration based on a recognition of the 
realities of the situation. For the points 
at which the interests of economic 
groups coincide are much more numer- 
ous and much more vital to the welfare 
of all than the points at which they 
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diverge. This is the central fact in any 
consideration of the labor problem, 
and if it is continually borne in mind 
a long step will have been taken to- 
ward .surmounting .the difficulties that 
threaten to retard further business re- 
covery.” 


Personal Control of the Banking and Currency System 


By Epwarp H. CoLuins 
{From the New York Herald Tribune.} 


[’ any one seriously questions that 
the present Administration has 

brought the banking and currency 
system directly under its personal con- 
trol, let him consider some of the out- 
standing changes that it has made in 
the monetary and fiscal mechanism since 


1933. 
1. ‘*Packing’’ the Reserve Board 


When the Administration came into 
power there were three vacancies in the 
Reserve Board—those of the governor 
and two of the six appointive board 
members. The Reserve Board had al- 
ways, up to then, been bi-partisan, but, 
despite the fact that it did not at that 
time include a single Republican, Mr. 
Roosevelt proceeded to fill all the va- 
cancies with Democrats. 


2. The ‘‘Thomas Amendment’’ 


Under this law the Treasury is au- 
thorized to “persuade” the Reserve 
banks to buy up to $3,000,000,000 in 
Government bonds from it (the Treas- 
ury)—that is, to indulge in the same 
practice by means of which Germany 
and France carried out their post- 
war inflation policies. The mechanism 
by which this persuasion is to be exer- 
cised is the subtle threat behind an au- 


thorization to print $3,000,000,000 in 


greenbacks. 


3. The Gold Reserve Act of 1934 


Under this measure political control 
over the monetary mechanism was 
enormously expanded. In the first 
place, the nation’s gold stocks were 
transferred from the Reserve banks to 
the Treasury; in the second place, the 
Secretary of the Treasury was provided 
with a $2,000,000,000 (stabilization) 
fund which he could use either to main- 
tain equilibrium in the exchange market 
or to support the Government bond 
market. In other words, the supply and 
price of credit were handed over, almost 
in toto, to the country’s largest and 
most persistent borrower, the Secretary 
of the Treasury. 


4. The Banking Act of 1935 


This act completed the “reform” of 
the banking system, under the terms of 
which the regional reserve banks were 
made completely subservient to the Re- 
serve Board, whose entire membership 
was of the President’s choosing, and 
whereunder—perhaps as insurance, lest 
Mr. Eccles, who has a mind of his own, 
should get out of hand—the Reserve 
Board, in turn, was made, in case of 
any substantial cleavage of opinion, 
subservient to the ‘Treasury. 





More profitable banking 


Banks in the future will have to depend 
more and more upon their ability to obtain 
a sufficient income from the consumers of 
their services to continue to operate at a 
profit, as former sources of banking income 
have been seriously curtailed. One sound 
source of income is the checking account 
service charge. 


120 pages, 64% x 91, $3.50 
Illustrated with charts and tables 


How to charge for this service correctly and 
scientifically is told in— 


Analyzing Checking 
Accounts Scientifically 


by FREDERICK W. HETZEL 
Assistant Treasurer, The Trust Company of Jersey City, N. J. 


T is not enough to simply say “Let’s put on a service charge.” If the service 

charge is here to stay and if it is to be accepted willingly by commercial bank 

depositors it must be based on a scientific analysis of each account and must be 
fair to all concerned. 


Also the process of analysis and the deter- 
mination of the charge must be reasonably 
simple and must not be more costly in time 
and effort than the results warrant. 


The Chapters: 
. Our Present Difficulties. 
. The Problem. 


. Analyzing the Account. ‘ 
iets @ Pitecele Ser Mr. Hetzel in his book starts with the 


Account Analysie. problem which is common to all commercial 
banks today and proceeds to show how this 
VI. The Problem of Float. . * 
é: problem may be solved in a manner which 
. Rewarding the Profitable Ac- ; : 
count. will prove satisfactory not only to the bank 


. Making an ‘“‘Analastic” Analy- but to the bank’s customers. 
sis—Proof of Analysis. 


<. The Use of Analysis Cards. 


. Expense Items. 


A valuable feature of this book is the publi- 


<. Graduated Charge Schedule. 


. When Reserve Is Computed 
on Net Balance. 


. Profit Base Employed Justified. 
. Expediting the Work. 


’. Putting the Plan into Effect. 


. What a Deposit Is and How 
It Should Be Treated. 


cation, for the first time, of the author's 
tables which have been carefully worked out 
to determine the amount of charge required 
to rectify an account with deficient balance. 
These are based on a given reserve, a given 
yield and a given profit but may be changed 
to fit the circumstances of. any bank. 
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DETROIT’S 


ETROIT’S emergence from its debt 
difficulties of a few years ago and 
its much improved fiscal outlook 

are the subject of a thirty-page pam- 
phlet report issued by the New York 
bond house of Lazard Fréres & Com- 
pany, Incorporated. 

This firm, it will be recalled, issued 
a similar report about a year and a half 
ago, and the optimistic tone of the pres- 
ent summary is a measure of the prog- 
ress achieved by the city authorities 
and their financial advisers since then. 

Detroit’s present net funded debt 
amounts to some $277,660,000, or about 
$180 per capita. This is equivalent to 
approximately 11 per cent. of estimated 
true property valuation, which in 
Lazard’s opinion does not compare un- 
favorably with the ratio in certain 
other representative American cities. 

The report shows that Detroit’s heavy 
deficit accumulated some years back, 
and which at the close of the fiscal year 
1932-1933 totaled nearly $11,000,000, 
has now been liquidated and that no 
floating debt is now outstanding. As is 
pointed out, the city now borrows for 
only short periods in anticipation of 
revenue, and is making a serious at- 
tempt to provide even for all new capi- 
tal improvements out of current income. 

Taxes, which were being collected at 
the rate of a little better than 65 per 
cent. four years ago have, according 
to the report, improved to the point 
where 80 per cent. of collections were 
made during the last fiscal year, total 
collections amounting to more than the 
current levy. 

The factors cited in the report as hav- 
ing contributed most to the improved 
financial outlook are: 

The refunding plan worked out by 
the city authorities and its banking ad- 
visers, and initiated in 1934, which gives 
the city opportunity to employ excess 
revenues toward reduction of debt and 
to cut future interest costs by refunding 
of callable bonds. 

Efficiently managed 
owned utilities. 

Inauguration of pay-as-you-go policy 
in connection with future capital im- 
provements. 
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Rapid strides in local industrial and — 
business activity as contrasted with the © 
extremely low level such activity, 
reached a few years ago. a 

There is a generous appraisal. of the) 
city’s type of government and. of the ~ 
character of the community. Says re 
report: 

“Detroit operates under a_ non 
partisan mayor-council form of. goy- 
ernment, exceptional power being cen- — 
tralized in the mayor. City affairs are 
regarded locally as being efficiently and ~ 
capably managed. 4 

“Detroit may be classified as a one- : 
industry town. There is a considerable ~ 
diversification of industry but neverthe- ~ 
less, overshadowing them all, the auto- © 
mobile and allied industries account for © 
one-half of the manufactured products 
and of wage earnings. This group, how- | 
ever, has shown an exceptionally rapid | 
increase in activity since the low 
reached in 1932. The automobile lead- ~ 
ers have been codperating in an effort ~ 
to bring about more stability in this in- © 
dustry and one of their achievements ~ 
has been a shortening of the period of ~ 
inactivity immediately prior to the in- 7 
troduction of new models.” 

With past difficulties well in hand 
the most serious problem now confront- 4 
ing the city, in Lazard’s opinion, is 
heavy debt service requirements which, 
the report points out, must be increased 
from approximately ‘$12,000,000 at the — 
present time to around $18,000,000 by” 
1944 and will quite likely remain close 
to the latter figure for a great many — 
years. 

This situation, according to Lazanla 
indicates that there should be a sub-| 
stantial increase in the tax levy during” 
the next two years and that it should | 
be maintained at a high level until the'g 
old debt is retired. j 

With these basic conditions accom 
plished and with diligence shown im 
maintaining economy both in cu 
operations and in future capital out 
lay, Lazard declares that Detroit is 
a position to handle its future fis 
problems satisfactorily. In closing, 
report accords the city a fair cre “am 
rating. 
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